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RESULTS OF THE INTERNAL REVENUE SERV- 
ICE’S FISCAL YEAR 1999 FINANCIAL STATE- 
MENT AUDIT 


TUESDAY, FEBRUARY 29, 2000 

House of Representatives, 

Subcommittee on Government Management, 
Information, and Technology, 
Committee on Government Reform, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10 a.m., in room 
2247, Rayburn House Office Building, Hon. Stephen Horn (chair- 
man of the subcommittee) presiding. 

Present: Representatives Horn, Biggert, and Turner. 

Staff present: J. Russell George, staff director and chief counsel; 
Louise DiBenedetto, GAO detailee; Bonnie Heald, director of com- 
munications; Bryan Sisk, clerk; Trey Henderson, minority counsel; 
and Ellen Rayner, minority chief clerk. 

Mr. Horn. The Subcommittee on Government Management, In- 
formation, and Technology will come to order. 

Unfortunately, it is an accepted fact that the Federal Govern- 
ment’s financial systems are obsolete and ineffective. Most Federal 
agencies cannot produce complete, consistent and reliable financial 
information on a timely basis. These problems have been identified 
by the General Accounting Office and Inspectors General during 
the audits of the Federal agencies’ annual financial statements. 

Attempting to correct these problems. Congress passed several 
major legislative reforms, including the Chief Financial Officer’s 
Act of 1990, the Government Management Reform Act of 1994, and 
the Federal Financial Management Improvement Act of 1996. 
These were all bipartisan laws and they were enacted to ensure 
that Federal agencies produce timely and accurate information, 
which they need to manage their operations and measure the full 
cost and financial performance of their programs. 

Unfortunately, our previous subcommittee hearings have dem- 
onstrated that this important goal is a long way from being met. 
For the past 2 years, this subcommittee has held oversight hear- 
ings on the actions or lack of actions being taken by Federal de- 
partments and agencies to resolve their long-standing financial 
management problems. Again, this year, the Government Manage- 
ment Subcommittee will conduct a series of hearings examining fi- 
nancial audits of selected departments and agencies. Today’s hear- 
ing begins this series. 


( 1 ) 
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The auditing process can determine whether entities, private or 
public, are managing their money efficiently and whether they can 
produce timely, accurate and useful management information, par- 
ticularly financial management information. At today’s hearings, 
we will learn the results of the General Accounting Office’s audit 
of the Internal Revenue Service for fiscal year 1999. The results of 
this audit and related financial management practices at the Inter- 
nal Revenue Service are not only important, but they are important 
to Congress and its functioning, they are important to the Presi- 
dent, and they are important to all of the taxpayers who depend 
on the agency to accurately collect the taxes the Treasury is due. 
Further, many Americans rely on the accurate refund of overpay- 
ments and expect the agency to pursue those who fail to pay the 
taxes that they owe. 

Last year alone, the IRS collected a total of $1.8 trillion in Fed- 
eral tax revenue and paid out $151 billion in tax refunds. Prior re- 
ports by the General Accounting Office have been alarming. Seri- 
ous problems in the Internal Revenue Service’s operations and fi- 
nancial management have placed an unacceptable burden on tax- 
payers and an equally unacceptable loss of revenue for the govern- 
ment. Even more alarming, most of these issues have plagued the 
IRS since 1992. Throughout the years, the IRS has acknowledged 
these issues and has pledged to take the necessary corrective ac- 
tions. During this session, we will learn what progress has been 
made by the IRS in meeting this challenge. We will hear testimony 
from representatives of the General Accounting Office, the Internal 
Revenue Service, and the Department of the Treasury. I welcome 
each of the witnesses and look forward to their testimony. 

[The prepared statements of Hon. Stephen Horn, Hon. Jim Turn- 
er, and Hon. Judy Biggert follow:] 
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“Results of the Internal Revenue Service’s 
Fiscal Year 1999 Financial Statements Audit” 

CHAIRMAN STEPHEN HORN (R-CA) 

OPENING STATEMENT 
February 29, 2000 

A quorum being present, the Subcommittee on Government Management, Information, and 
Technology will come to order. 

Unfortunately, it is an accepted fact that the Federal Government's financial systems are 
obsolete and ineffective. Most Federal agencies cannot produce complete, consistent, and reliable 
financial infonnation on a timely basis. These problems have been identified by the General 
Accounting Office and Inspectors General during audits of Federal agencies’ annual financial 
statements. 

Attempting to correct these problems, Congress passed several major legislative reforms, 
including the Chief Financial Officers Act of 1990, the Government Management Reform Act of 
1994, and the Federal Financial Management Improvement Act of 1996. These laws were enacted 
to ensure that Federal agencies produce timely and accurate information which they need to manage 
their operations and measure the full cost and financial performance of their programs. 
Unfortunately, our previous subcommittee hearings have demonstrated that this important goal is a 
long way from being met. 

For the past two years, this subcommittee has held overnight hearings on the actions - or 
lack of actions -- being taken by Federal departments and agencies to resolve their long-standing 
financial management problems. Again this year, the Government Management subcommittee will 
conduct a series of hearings examining financial audits of selected departments and agencies. 
Today’s hearing begins this series. 

The auditing process can detennine whether entities -- private or public -- are managing their 
money efficiently and whether they can produce timely, accurate and useful information. At 
today’s hearing, we will leam the results of the General Accounting Office’s audit of the Internal 
Revenue Service for fiscal year 1 999. The results of this audit and related financial management 
practices at the IRS are important not only to Congress, but to all taxpayers who depend on the 
agency to accurately collect the taxes the Treasury is due. Further, many Americans rely on the 
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accurate refund of overpayments, and expect the agency to pursue those who fail to pay the taxes 
they owe. .Last year alone, the IRS collected a total of $1.8 TRILLION dollars in Federal tax 
revenue and paid out $ 1 5 1 BILLION in tax refunds. 

Prior reports by the General Accounting Office have been alarming. Serious problems in 
the Internal Revenue Service’s operations and financial management have placed an unacceptable 
burden on taxpayers and an equally unacceptable loss of revenue for the Government. Even more 
alarming, most of these issues have plagued the IRS since 1992. Throughout the years, the IRS has 
acknowledged these issues and has pledged to t^e the necessary corrective actions. 

During this session, we will learn what progress has been made by the IRS in meeting this 
challenge. We will hear testimony from representatives of the General Accounting Office, the 
Internal Revenue Service, and the Department of the Treasury. I welcome each of our witnesses, . 
and look forward to their testimony. 
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OPENING STATEMENT OF THE HONORABLE JIM TURNER 
"AUDIT REPORT ON IRS’S FY 1999 FINANCIAL STATEMENTS" 
GMIT SUBCOMMITTEE 
FEBRUARY 29, 2000 

Thank you, Mr. Chairman. As we approach the deadline for taxpayers 
to file their tax returns, it is appropriate to reflect on how well our tax 
collection system is working, a system that — perhaps amazingly — relies 
primarily on voluntary compliance with tax laws. Voluntary compliance 
cannot be effective if the American people lack confidence in the IRS, the 
agency responsible for processing federal taxes. Without taxes, our 
government could not provide the protection, benefits and services upon 
which we all rely and that we too often take for granted. Thus it is 
imperative to the well-being of this country that the IRS successfully fulfill 
its mission to collect the right amount of tax at the least cost to the taxpayers 
and to perform this service with the highest degree of public confidence in 
IRS’s integrity, efficiency and fairness. 

We are here today to examine the results of the audit of the Internal 
Revenue Service (IRS) for Fiscal Year 1999. Although this report focuses 
primarily on financial management, tax revenue collection and refund 
activities, and unpaid tax assessments, it also alerts readers to other 
significant issues facing the IRS, including filing fraud and information 
systems security weaknesses. The GAO has identified several significant 
material weaknesses in the IRS that need to be corrected, as well as identified 
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some data that my not be reliable. In order for the IRS to perform its 
mission, it is imperative that the agency have accurate data. Failure to protect 
the integrity of the accounts could subject taxpayers to unnecessary burdens 
and result in a loss of revenue for the nation. 

In this new era of federal agency management, agencies realize that 
they must not only provide top-quality government services, but also achieve 
it in a cost effective and efficient manner. Agencies must develop financial 
management systems capable of tracking their ongoing financial condition, 
assessing their financial vulnerabilities, and determining the most cost 
effective approach. 

In its role as the nation’s tax collector, the IRS has a demanding 
responsibility in collecting taxes, processing tax returns, and enforcing the 
nation’s tax laws. The size and complexity of the IRS’s operations present 
additional challenges to its management. I think we can all appreciate the 
monumental nature of the IRS’s mission and its significance. Given the 
importance of its role, we must be vigilant not to let the implementation of 
the IRS’s plans for correction fall through the cracks. I am pleased to learn 
that the IRS has made improvements in the past year. So, as we work 
together constructively to improve the IRS, I want to commend the agency on 
the progress it has made and am eager to discuss what improvements it will 
be making. 
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Statement of Representative Judy Biggert (R-IL) 
Government Management Information and Technology Hearing 
Oversight of financial management at the Internal Revenue Service 
February 29, 2000 


Good morning, Mr. Chairman. 

I am pleased to participate in today’s hearing regarding the 
financial management practices of the Internal Revenue 
Service (IRS). The financial well being of our federal 
departments and agencies must be a top oversight priority 
for this and every other Congress. 

Chairman Horn has set an ambitious oversight agenda to 
ensure that our nation’s federal agencies and departments 
have their fiscal house in order. I commend him for it. 

For almost a decade, the General Accounting Office (GAO) 
has categorized the IRS as “high risk” for waste, fraud and 
abuse. Among other things, the GAO has found that the 
Agency suffers from long-standing weaknesses that prevent 
it from routinely generating timely and reliable information 
to be used to manage its operations or prepare financial 
statements. 

It has found that IRS’ controls over tax receipts and 
taxpayer data make information the Agency handles 
vulnerable to theft and inappropriate disclosure. And it has 
found that the IRS has been unable to collect billions in 
taxes due the government. 
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I am aware of and commend steps taken over this past 
decade by the IRS to address its management problems. In 
fact, the GAO reports that in fiscal yearl 997 the IRS for the 
first time since 1992 received an unqualified opinion on its 
financial statements. 

Unfortunately, the GAO reported in January of 1999, as 
part of its Performance and Accountability Series, that the 
Agency’s poor management controls “continue to expose 
the federal government to significant loss of tax revenue.” 
Given the amount of money for which the IRS is 
responsible, this is a damning statement to be sure. 

In response to problems of waste, fraud and abuse at the 
IRS and at other agencies. Congress has enacted several 
reform bills this past decade to ensure effective oversight of 
government programs. Among those that have been passed 
are the Chief Financial Officers Act of 1990, the 
Government Management Reform Act of 1995 and, in the 
case of the agency we are reviewing today, the IRS 
Restructuring and Reform Act of 1998. 

Today’s hearing presents this Subcommittee with an 
opportunity to review the impact of these laws on the IRS’ 
financial management practices. We will find out of the 
IRS is a more accountable agency because of these reforms 
or whether these efforts were made in vain. 
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We will also examine the impact these. reforms have had on 
the moral and productivity of IRS employees. Finally, we 
will review the need for further congressional action to 
ensure that the IRS does not continue put taxpayer dollars 
at risk 

I trust that our expert panel of witnesses will help us work 
our way through the questions I have just posed. Their 
expertise in the field of government management will be 
useful as we explore ways to rid our government of waste, 
fraud and abuse. I am also looking forward to hearing their 
thoughts on where the IRS is headed as an agency. 

Again, Mr. Chairman, I thank you for calling this important 
oversight hearing. 1 have enjoyed working with you in the 
past on financial management practices and believe our 
work today will be of benefit to both taxpayers and the 
government. 


Thank you. 
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Mr. Horn. We will now swear in the witnesses and they are — 
let me just go — note who is here. 

Mr. Gregory Kutz, the Associate Director of Government- wide 
Accounting and Financial Management, Accounting and Informa- 
tion Management Division, U.S. General Accounting Office, part of 
the legislative branch. He is accompanied by Steven J. Sebastian, 
the Assistant Director. 

Next will be Mr. Lawrence W. Rogers, Acting Chief Financial Of- 
ficer of the Internal Revenue Service, accompanied by John M. 
Dalrymple, Chief Operations Officer; and Mr. Steven App, the Dep- 
uty Chief Financial Officer of the Department of the Treasury. 

So, gentlemen, if you will rise and raise your right hands. 

[Witnesses sworn.] 

Mr. Horn. The clerk will note that all five witnesses affirmed the 
oath. 

We will start with Mr. Kutz, who is Associate Director, Govern- 
mentwide Accounting and Financial Management. So please begin. 

STATEMENT OF GREGORY D. KUTZ, ASSOCIATE DIRECTOR, 

GOVERNMENT-WIDE ACCOUNTING AND FINANCIAL MAN- 
AGEMENT, ACCOUNTING AND INFORMATION MANAGEMENT 

DIVISION, U.S. GENERAL ACCOUNTING OFFICE, ACCOM- 
PANIED BY STEVEN J. SEBASTIAN, ASSISTANT DIRECTOR 

Mr. Kutz. Mr. Chairman, good morning. It is a pleasure to be 
here to testify on the results of our audit of IRS’s fiscal year 1999 
financial statements. The financial activities in these statements 
are enormous when compared to other entities, including $1.9 tril- 
lion in tax revenue, $185 billion in refunds, and $21 billion in net 
taxes receivable. With me this morning is Steve Sebastian who 
works with me on the financial audit of IRS. I also thank IRS sen- 
ior management and staff across the country for their cooperation 
and professionalism throughout this year’s audit. 

The bottom line of my testimony this morning is that IRS does 
not have reliable financial and performance information that is 
needed to effectively manage its operations. In addition, control de- 
ficiencies relating to unpaid taxes and refunds have likely cost the 
Federal Government billions of dollars. 

My testimony this morning is in three parts. First, the results of 
our 1999 audit; second, problems IRS has in accounting for and 
managing its $8 billion appropriation; and third, weaknesses in 
controls and management of unpaid taxes and refunds. 

Before providing the results of our fiscal year 1999 audit, I want 
to recognize the IRS for its notable progress this year in seven 
areas: financial reporting, accounts payable, suspense accounts, 
documentation of unpaid taxes, fund balance with Treasury rec- 
onciliations, computer security, and controls over hard-copy tax- 
payer data. We commend the IRS for their progress in these seven 
areas. We also commend the IRS for issuing their financial state- 
ments by the March 1st statutory deadline for the third consecutive 
year. 

The audit results for fiscal year 1999 include opinions on IRS’s 
six financial statements and an opinion on internal controls and a 
report on compliance with laws and regulations. Our opinion on 
IRS’s statement of custodial activities is unqualified. This means 
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that the $1.9 trillion in tax revenue and $185 billion in refunds are 
reliable. Our opinion on IRS’s balance sheet is qualified; except for 
issues relating to net position, IRS’s balance sheet is reliable. 

Our opinions on the other four financial statements, the state- 
ments of net cost, changes in net position, budgetary resources, and 
financing, are disclaimers. Because of problems relating to IRS’s 
systems and controls, we were unable to determine whether the in- 
formation in these financial statements is reliable. 

Our opinion on IRS’s internal controls is that they are not effec- 
tive. In addition, we found noncompliance relating to the structur- 
ing of taxpayer installment agreements and the releasing of Fed- 
eral tax liens. We also concluded that IRS’s systems do not comply 
with the Federal Financial Management Improvement Act. Be- 
cause of a number of problems, we were unable to determine 
whether IRS complied with the Antideficiency Act. 

I want to stress that although an unqualified audit opinion is a 
recognized accomplishment that IRS should strive for, it is not the 
ultimate goal. Rather, the ultimate goal is for IRS to routinely 
produce reliable financial and performance information to use in 
managing its operations. 

Let me move on to a discussion of my second point, which relates 
to problems IRS has in managing an accounting for activity related 
to its $8 billion budget. My discussion will focus on undelivered or- 
ders and property and equipment. 

The qualification of IRS’s balance sheet related to problems we 
found primarily with the undelivered orders component of net posi- 
tion. Undelivered orders represent the cost of goods and services 
that have been ordered, but have not been received. In testing a 
sample of year-end undelivered orders, we found a 42 percent error 
rate. 

For example, a large number of items recorded as undelivered 
had, in fact, been delivered before year-end. In addition, many of 
the items in our sample were no longer valid orders. Undelivered 
orders is a key budgetary account. IRS needs reliable budgetary in- 
formation to effectively manage its operations. 

In our 1998 audit, we reported that IRS’s property and equip- 
ment was likely materially understated. Because IRS could not rely 
on its own records, it hired consultants and appraisers to develop 
a projected year-end balance. This effort increases IRS’s property 
and equipment balance by over $1 billion or 600 percent. Although 
IRS was able to develop a reliable estimate at September 30, 1999, 
the chronic problems in the underlying property and equipment in- 
ventory remain. For example, when verifying the items in IRS’s in- 
ventory, we found at one location that 200 personal computers in 
IRS’s records had actually been disposed of We also found video- 
conferencing equipment and three new mail sorting machines cost- 
ing over $800,000 each that were not in IRS’s records. 

Finally, we found numerous errors in IRS’s records relating to 
costs. For example, a Compaq laptop computer was incorrectly re- 
corded at a cost of $310,000, and a copy of Microsoft office software 
costing $213 was erroneously recorded at $212,300. IRS itself has 
reported property and equipment as a material weakness since 
1983. 
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My third and most important point is that IRS continues to have 
difficulty managing unpaid taxes and refunds. The difficulty has 
resulted in burden to taxpayers and has likely cost the Federal 
Government billions of dollars. The problems we found are a result 
of human error, systems limitations, and according to the IRS, re- 
source constraints. 

For fiscal year 1999, we found that taxpayer records contained 
errors that IRS had not caught and resolved in a timely manner. 
For example, we found delays in posting trust fund recovery pen- 
alty payments to all appropriate taxpayer accounts. Some pay- 
ments made by taxpayers as far back as the late 1980’s were still 
not properly recorded. 

We also found delays in correcting erroneous assessments due to 
data input errors. In one case, IRS took 18 months to correct an 
erroneous assessment of over $160,000 against a taxpayer that was 
actually owed a refund. The case file indicated that IRS knew of 
the error 10 months before it was finally corrected. 

Last August, Mr. Sebastian and I testified before this sub- 
committee that outdated systems and ineffective processes make it 
difficult for IRS to effectively collect delinquent taxes. At that hear- 
ing, the Commissioner noted that IRS’s systems are fundamentally 
deficient in this area. 

In addition to these problems, we found, during our 1999 audit, 
numerous unpaid taxes with collection potential that are not being 
pursued by the IRS. During fiscal year 1999, in order to reduce a 
backlog of unassigned cases, IRS removed $2.4 billion of cases from 
its field collection inventory. As a result, these cases were closed 
without filing a tax lien or taking normal collection action. Some 
of these cases that we reviewed appeared to have some collection 
potential. 

In addition, we found other unassigned cases that had collection 
potential. For example, in one case, we noted a doctor that owed 
taxes of over $100,000 from as far back as the late 1980’s. Although 
this individual had 1998 adjusted gross income of nearly $200,000, 
the case was not being actively pursued. 

As we have reported in prior years, IRS has ineffective controls 
that allow invalid refunds to be disbursed. According to IRS, it re- 
lies primarily on detective controls in this area. In fiscal year 1999, 
we found significant gaps in the effectiveness of these detective 
controls. For example, months after the filing season, IRS matched 
its tax return information to third-party income information such 
as W-2s and 1099s. This matching procedure is intended to iden- 
tify under-reported income. 

For tax year 1996, IRS screened about 155 million individual in- 
come tax returns and found that 12 million had potential taxes due 
of $15 billion. However, IRS investigated only 25 percent of these 
returns relating to about $5 billion. Thus, IRS did not pursue near- 
ly 9 million taxpayers with $10 billion of potential unpaid taxes. 

Historically, the earned income tax credit has been vulnerable to 
high rates of invalid claims. In fiscal year 1999, $26 billion of the 
$30 billion of EITC claims were refunded. During fiscal year 1999, 
IRS examined 573,000 suspicious returns claiming $1.25 billion in 
EITC and found that 86 percent of the claims were invalid. If these 
examinations are done before the refund is disbursed, that is an ef- 
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fective preventive control. However, according to IRS, 30 percent of 
these examinations were completed after the refund was disbursed. 

In summary, IRS cannot do some of the basic accounting and rec- 
ordkeeping tasks that it expects of American taxpayers. IRS must 
resolve the financial and operational issues discussed in our report 
to provide quality customer service and fulfill its responsibility as 
the Nation’s tax collector. Gaps in the effectiveness of controls over 
unpaid taxes and refunds have likely cost the Federal Government 
billions of dollars. We believe that the vast majority of American 
taxpayers comply with the Tax Code. However, failure to pursue 
and collect taxes due could substantially reduce future compliance 
and erode compliant taxpayers’ confidence in the current system. 

During fiscal year 1999, IRS senior management demonstrated a 
high level of involvement and commitment to addressing many of 
the issues discussed in our report. We encourage IRS to sustain the 
progress made in 1999 and use it as a building block for further 
improvement in the future. In addition, the success of IRS’s long- 
term modernization efforts is critical to resolving the challenges we 
are talking about today. We are committed to working with IRS in 
fiscal year 2000 and future years to develop lasting solutions to 
these issues. 

Mr. Chairman, this concludes my testimony. Mr. Sebastian and 
I will be happy to respond to any questions. 

[The prepared statement of Mr. Kutz follows:] 
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Mr. Chairman and Members of the Subcommittee: 

We are pleased to be here today to discuss the results of our audit of the 
Internal Revenue Service’s (IRS) fiscal year 1999 financial statements, for 
which we are issuing our report today.^ This audit is important because it 
provide an independent report to IRS senior management, the Congress, 
and the nation’s taxpayers on IRS’ progress in improving its financial and 
operations management. IRS’ financial statements are important to the 
federal government because they report on its stewardship of $1.9 trillion 
in federal tax revenues collected, $185 billion in tax refunds disbursed, and 
$21 billion in net taxes receivable owed to the government. ’They also 
report on IRS’ activities associated wdth its fiscal year 1999 appropriations 
of over $8 billion. 

IRS has a demanding responsibility in collecting taxes, processing tax 
returns, and enforcing the tax laws in its role as the nation’s tax collector. 
The size and complexity of IRS’ operations present additional challenges 
to its manag^ent. IRS is a large, complex, decentralized organization 
with about 100,000 people in 4 regional offices, 33 district offices, 10 
service centers, 3 computing centers, and numerous other field offices that 
it operates throughout the United States. 

About 1 year ago, we appeared before this Subcommittee to discuss the 
results of our audit of IRS’ fiscal year 1998 financial statements.^ At that 
hearing, we noted that serious internal control and financial management 
issues continued to plague the agency. While IRS has made progress in 
addressing some of these issues, the results of our fiscal year 1999 
financial audit revealed that the agency continues to experience pervasive 
material weaknesses in the design and operation of its automated financial 
management and related operational systems, accounting procedures, 
documentation, recordkeeping, and internal controls, including computer 
security controls. As they relate to IRS’ administrative activities, these 
weaknesses prevented us from rendering an unqualified opinion on five of 
IRS’ six financial statements, although IRS made significant progress in 
reporting more reliable information on its balance sheet. IRS was able to 
reliably report on the results of its custodial activities for fiscal year 1999, 
including tax revenue received, refunds disbursed, and taxes receivable 
due from the public. However, this achievement, as well as other 
improvements in the reli^Uity of certain amounts reported on its balance 


^See Financial Audit JRS’ Fiscal Year 19^ Financial Statements (GAO/AIMD-00-76. Febmary 29, 
2000 ). 

%ee Internal Revenue Service: Result of Fiscal Year 1998 Financial Statement Audit (GAO/ 
T-AIMD-99-103. Maaxh 1, 1999). 
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sheet, comes at a high cost in that it takes extensive, costly, and time- 
consuming efforts to overcome pervasive internal control and systems 
weaknesses. 

The m<yor issues identified in our fiscal year 1999 audit include the 
following: 

deficiencies in controls to properly manage unpaid assessments, resulting 
in both tajqiayer burden and potentially billions of dollars in lost revenue 
to the government; 

deficiencies in controls over tax refunds, permitting the disbursement of 
potentially billions of dollars of improper refunds; 

vulnerabilities in controls over hardcopy tax receipts and taxpayer data 
that increase the government’s and taxpayers’ risk of loss or inappropriate 
disclosure of taxpayer data; 

vulnerabilities in computer security that may allow unauthorized 
individuals to access, alter, or abuse proprietary IRS programs and 
electronic data and taxpayer information; 

the failure to reconcile IRS’ fimd balance with Treasury records 
throughout fiscal year 1999, resulting in IRS’ inability to routinely ensure 
accountability and proper use of its funds; 

inadequate sj^tems and controls that resulted in the inability to properly 
account for IRS’ property and equipment and related costs; 

inadequate budgetary controls, resulting in IRS’ inability to assure that its 
budgetary resources are being properly accounted for, reported, and 
controlled; and 

an inadequate financial reporting process that continued to result in 
(1) IRS’ inability to reliably prepare several of the required financial 
statements and (2) financial management systems that do not comply with 
the requirements of the Federal Financial Management Improvement Act 
(FFMIA) of 1996. 

Many of these issues have plagued IRS since we began auditing the 
agency’s financial statements for fiscal year 1992,® first under Ihe authority 
of the Chief Financial Office!^ Act of 1990 and later under the authority of 


^Financial Audit Examination of IRS' Fiscal Year 1992 Financial Statements (GAO/AIMD-93-2, June 30, 
1993). 
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the Government Management Reform Act of 1994. Beginning with our first 
audit, we have issued reports containing numerous recommendations to 
assist IRS in correctii^ these deficiencies. IRS has had some success in 
addressing some of these deficiencies. Specifically, in fiscal year 1999, we 
noted improvements in IRS’ (1) overall financial reporting, (2) records of 
accounts payable, (3) amounts held in suspense, (4) documentation of 
unpaid tax assessments, (5) reconciliation of fund balance with Treasury, 
(6) computer security, and (7) handling of hardcopy taxpayer receipts and 
data, including courier security. Additionally, for the past 3 years, IRS has 
been able to compensate for some of its internal control and sj^ems 
deficiencies through ad hoc computer programming and substantial 
manual intervention to derive reliable year-end infoimation on its tax 
revenue and r^imd activities. 

During fiscal year 1999, IRS focused substantial efforts on developing 
compensating processes to work around its serious systems and control 
weatoesses in order to derive year-end balances for its financial 
statements. These process^ and efforts enabled IRS to improve the 
reliability of its reported year-end information. However, this approach 
relies heavily on costly, time-consuming processes, statistical projections, 
external consultants, and monumental human efforts to derive year-end 
balances due to the lack of reliable financial management and operational 
systems. More important, this approach does not produce the timely and 
reliable financial and performance information IRS needs for decision- 
making on an ongoing basis, nor does it address the underlying financial 
mans^ement and operational issues that adversely affect IRS’ ability to 
effectively fulfill its responsibilities as the nation’s tax collector. The 
challenge for IRS will be to build on the improvements made in fiscal year 
1999 in future years to not only improve its compensating processes but 
also to develop and implement the fundamental long-term solutions that 
are needed to address the management challenges we have identified. 

Many of the problems facing IRS represent serious agencywide financial 
management and operational challenges that will require a substantial and 
continuous commitment of resources, time, and expertise to correct. IRS 
has major efforts under way to modernize both its organizational structure 
and its information si^tems. These efforts appear to be heading the agency 
in the right direction, but, as IRS itself has stated, successful 
modernization of its information systems will take years to fully achieve. 

While many of IRS’ problems require Ipng-term solutions, others, while 
serious, can be effectively addressed in the near term through concerted 
effort on the part of IRS management. During fiscal year 1999, IRS senior 
management d^nonstrated a high level of involvement and commitment to 
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overcome some of the operational and financial management issues 
identified by our audits, and this involvement contributed significantly to 
the actions taken during the year to address some of these issues. 
Continued involvement and commitment at this level will be essential to 
IRS’ ability to successfully address the serious problems that remain. 

I would now like to summarize the major issues identified in our fiscal 
year 1999 audit. 


Management of 
Unpaid Tax 
Assessments 


During fiscal year 1999, we found that serious internal control issues 
continued to affect IIK’ management of unpaid assessments. The lack of 
an effective subsidiary ledger; errors and delays in recording assessments, 
paym^ts, and other activities; lack of adherence to procedures; and the 
failure to actively pursue significant amounts in outstanding taxes owed to 
the federal government hinder IRS’ ability to effectively manage unpaid 
assessments and maximize collections while avoiding undue tas^nayer 
burden. 

IRS continues to lack a subsidiary ledger that tracks and accmnulates 
unpaid assessments and their status^ on an ongoing basis. Because it lacks 
such a subsidiary ledger, IRS is unable to promptly identify and focus 
collection efforts on accounts most likely to prove collectible and is 
impeded in its ability to prevent or detect and correct errors in taxpayers’ 
accounts. Additionally, IRS records continued to contain errors and IRS 
continues to experience significant delays in recording activity in taxpayer 
accounts. Also, during fiscal year 1999, IRS continued to enter into 
installment agreements with ta:q)ayers for less than the full amount of 
taxes owed, and IRS did not always promptly release liens filed against the 
property of taiqiayers who subsequently paid off or otherwise satisfied 
their outstanding tax liabilities. These conditions resulted in instances of 
imnecessary taxpayer buixien and lost opportunities to collect outstanding 
taxes owed. We found the following. 

Significant delays — in some instances in excess of 10 years — ^in recording 
payments made by taxpayers to related taxpayer accounts. We also found 


^Unpaid assessnieDtscoiisistof(l) taxes due from taxpayers fw which IRS can support the existence of a 
recdvable throu^ taxpayer agreement or a fovotable court ruling (federal taxes receivable). (2) compliance 
assessments where neither the taxpayer n» the court has affirmed that the amounts are owed, and (3) write- 
offs, which rei^sent unpaid assessments to which IRS does not expect further collections due to factors such 
as taxpayers' death, bankiupUy. or insolvoicy. Of these three classifications of unpaid assessments, only 
federal taxes recwvable are reported on the'princ^rat financial statements. As of September 30. 1999, IRS 
repOTted $21 billion (net of an allowance to doubtful accounts of $56 billion), S27 billion, and $127 billion in 
these three categories, respectively. See appendix I to components of IRS’ balance of unpaid assessments at 
September 30. 1999, and appendix n to a comparison of IRS taxes receivable between fiscal years 1998 and 
1999. 
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payments that were not recorded at all in related taxpayer accounts. Some 
of these delayed or unrecorded payments were made in the late 1980s. 

• Delays in making or recording assessments against taxpayers. In some 
instance, these delays resulted in lost opportunities for IRS to offset 
refunds owed to taxpayers for subsequent tax periods against their 
outstanding tax liabilities. In one case, an individual received a $15,000 
refund at the same time that IRS identified this individual as owing 
nearly $350,000 in outstanding taxes. However, the tax assessment was 
not recorded in IRS’ systems imtil nearly 9 months later. 

• Delays in correcting erroneous assessments resultir^ from data input 
errors. In one case, it took 18 months for IRS to correct an input error 
that resulted in an erroneous assessment of over $160,000 against a 
taxpayer who was actually due a refund. 'Ihe case file indicated that 
IRS personnel believed the assessment was erroneous 10 months 
before correcting the account. 

• Installment agreements whose payment terms will not result in full 
payment of the outstanding taxes and that are thus not in compliance 
with the Internal Revenue Code. In one case, the taxpayer entered into 
an installment agreement covering five separate tax periods with a 
total outstanding balance of $115,000. However, only $43,000 (37 
percent) would be collected before the e:q)iration of the statutory 
collection period® for th^e tax liabilities, assuming the ta^qpayer 
continues to make the payments through the statutory collection 
periods. 

• Delays in releasing tax liens gainst properties owned by taxpayers 
who paid off or otherwise satisfied their tax liabilities. Specifically, in 
26 percent of the cases we tested, IRS did not release the applicable 
federal tax lien within the 30-day requirement stipulated in the Internal 
Revenue Code. In one case, we found that the taxpayer had paid off his 
three outstanding tax liabilities by October 1998; however, as of 
December 1999 — 14 months later — IRS had not initiated action to 
release the lien against the taxpayer’s property. 

The first two conditions discussed above most frequently surfaced in cases 
involving unpaid payroll taxes, where separate accounts are established 


®The statutory cc^ection period for collecting taxes is generally 10 years from the date of the tax 
assessment However, this period can be extended under a variety of circumstances, such as 
agreements ty tajqMyers to extend the collection period, bankruptcy litigation, and court appeals. 
Consequently, some tax assessments can and do remain on IRS’ records for decades. 
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and assessments recorded for a related tax liability.® IRS’ current systems 
cannot automatically link each of the multiple assessments made for the 
one tax liability. Ck)nsequently, if the business or one of its officers pays 
some or all of the outstanding taxes, IRS’ systems are unable to 
automatical^ reflect the payment as a reduction in the related account or 
accounts. In 45 percent of the impaid payroll tax cases we reviewed 
involving multiple assessments, we found that payments were not 
accurat^ recorded to reflect each responsible party’s reduction in tax 
liability. IRS’ efforts to address this serious ^stem deficiency have thus far 
had limited success in reducing the extent of inaccuracies in taxpayer 
accounts. 

We also Identified many instances in which accounts that appeared to 
have some collection potential were not being actively pursued by IRS. 
This was in part due to IRS’ changing its criteria for determining which 
accoimts would be actively worked in response to an increasing inventory 
workload and its judgment that resource constraints would not permit the 
agency to actively pursue the cases. There is a point at which it ceases to 
be cost ^ective to pursue collection. However, for numerous cases, 
available information indicated that the taxpayers had financial resources 
available to pay at least some of the amounts owed; yet these cases were 
not being actively puisued. Additionally, in one case, IRS had seized 
property owned by a taxpayer who owed over $4 million in outstanding 
taxes and was in the process of auctioning it off to collect on at least a 
portion of these taxes, yet, with no reasonable explanation, IRS pulled the 
property from auction and later returned it to the taxpayer. IRS’ failure to 
pursue certain taxpayers owing taxes to the federal government could 
result in billions of doUais in outstanding amounts going uncollected and 
adversely affect future compliance. 


Controls Over 
Refunds 


IRS does not have adequate controls to sufficiently reduce the risk that 
inappropriate tax refunds are made. Specifically, IRS does not have 
adequate (1) preventive controls to stop disbursements of invalid refunds 
or (2) detective (post refund) controls to identify invalid refunds that have 
been disbursed so that collection efforts may be pursued. IRS does not 
(1) compare the information on tax returns to third-party data such as W- 


®When a company does not pay the that have been withheld from employees’ wages, such as 

Social Securi^ or individual income tax withholdings, IRS has the authority to assess the responsible 
ofBceis individually for the taxes withheld from employees. IRS may record the assessments against 
each of several individiials for the eit^ojree withholding component of the p^roll tax liability of a 
given bumness in an effort fr> collect the total tax liability of the business. Wrile the assessments made 
against buriness ofELcets—known as trust fund recovery penalties — are a necessary enforcement tool, 
IRS should cdtect the unpaid tax <mly once. 
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2s (Wage and Tax Statements) in time to identity and correct 
discrepancies between these documents before issuing refunds, (2) always 
review Earned Income Tax Credit (ETTC) claims in time to identify invalid 
claims before they result in refunds, (3) ^wa 5 rs post assessments to 
taxpayer accounts promptly, and (4) have adequate controls to prevent 
duplicate refunds from being issued. These conditions expose the 
government to potentially significant losses due to inappropriate refunds. 
IRS’ investigators identified nearly $16 million in potentially fraudulent 
refunds ttiat had been disbursed during the first 9 months of calendar year 
1999 and prevented the disbursement of an additional $498 miUion in 
potentially fraudulent refund claims. The full magnitude of invalid refunds 
disbursed by IRS is unknown, but could be in the billions of dollars. 

IRS does not compare tax returns to W-2s and 1099s at the time tax returns 
are processed because it believes this (1) is not practical due to the 
intensive labor involved in performing such comparisons and (2) would 
adversely affect IRS’ ability to promptly process tax returns and issue 
refunds. However, IRS has never provided us with a cost-benefit analysis 
to support its contentions, as we previously recommended. Additionally, 
our work on unpaid assessments has shown that once an inappropriate 
refund has been made, there little likelihood that IRS will be able to 
recover it 

Instead of this up-fix>nt comparison, IRS relies on automated programs 
that are run months later, with subsequent follow-up on some identified 
differences serving as a compensating detective control. However, in 
addition to IRS’ running these programs too late to prevent issuance of 
erroneous or fraudulent refimds, we found that IRS is not effectively 
applying this detective control to millions of tax returns estimated to have 
billions of dollars of underreported tax liabilities. For example, for tax 
year 1996,’ IRS’ matching program for individual taxpayers screened about 
155 million individual income tax returns and found that about 12 million 
(8 percent) had potential underreported taxes due totaling at least 
$15 billion. However, IRS investigated only about 3.1 million (26 percent) 
of these tax returns, accounting for estimated underreported taxes due of 
about $5.2 billion (35 percent). In addition, IRS did not investigate any of 
the more than 688,000 discrepancies found by its matching program for 
employment tax returns filed during fiscal year 1996. According to IRS, 
resource constraints kept it from investigating more of these 
discrepancies. The full magnitude of the potential impaid taxes related to 
the discrepancies not investigated by IRS is unknown. Additionally, to the 


’Tax year 1996 is the most recent year for which substantially complete matching program faults are 
available. 
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extent that IRS does not actively pursue collection of the cases identified 
in its matching program for which it assesses additional taxes, the 
effectiveness of this process is further diminished. 

Historical^, EITCs have been vulnerable to high rates of invalid claims.® 
Since most EITCs result in refunds,® the risk of invalid refunds being 
disbursed is significantly increased. In an effort to minimize this risk, IRS 
relies on past experience to screen tax returns claiming EITCs to identify 
(for detailed examination) ETTC claims considered most likely to be 
invalid. During fiscal year 1999, IRS examiners using this screening 
process examined about 573,000 tax returns claiming $1.25 billion in 
EITCs and found that $1.08 billion (86 percent) were invalid. These 
examinations are an important control mechanism for detecting 
questionable claims and deterring future invalid claims, but they do not 
prevent the disbursement of inappropriate refunds relating to EITCs. The 
magnitude of refunds resulting fi'om invalid EITCs is unknown. In fiscal 
year 1998, IRS b^an implementing a 5-year EITC compliance initiative 
intended to address noncompliance problems with EITCs. IRS is in the 
process of evaluating the effectiveness of its initiative. However, the high 
rate of invalid EITC claims found during IRS examinations suggests that 
invalid EITC claims continue to be significant. 


Manual Tax Receipts 
and Taxpayer 
Information 


IRS continues to have weaknesses in controls designed to safeguard cash, 
checks, and related hardcopy taxpayer data it manually receives from 
taxpayers. These weaknesses expose taxpayers to increased risk of losses 
from financial crimes committed by individuals who inappropriately gain 
access to confidential information entrusted to IRS. 


Specifically, in fiscal year 1999, we’ continued to find that IRS employed 
individuals to process cash, checks, and other tajq^ayer data before 
receiving satisfactory results of fingerprint checks. At the seven IRS 
service centers that reported data, 4,835 employees that were hired to 
process taxpayer receipts or data for the 1999 filing season entered on 
duty before their fingerprint checks were completed. Fingerprint check 
results for 138 (3 percent) of these employees later disclosed unsuitable 
backgrounds. Of the 138 employees, the backgrounds of 65 (47 percent) 
were considered severe enough to result in their termination or forced 
resignation from IRS. We also identified other weaknesses, including 


^SeeHigh-I^k Series: An l/pdate (GAO/HR-99-i, January 1999); Major Management Challenges and 
Program Risks: Department of tite 7>«a«Hy(GAO'OCG'^-14, January 1999); and Financial Audit IRS’ 
Fiscal Year 1998 FinandalStai^nents (GAO/ AJMD9&-75, March 1, 1999). 

^During &cai year 1999, IRS processed about $30 billion in EnCs. Of this amount, about $26 billion 
(87 percent) was refunded, and the rest reduced tax assessments. 
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returned refund checks that were not immediately voided or locked up as 
required by IRS policy, and service center guards and staff who did not ask 
a courier for identification before he entered the service center or before 
they handed him a $28 million deposit, even though he was not the regular 
courier. We found that similar weaknesses existed at commercial lockbox 
banks IRS contracts with to process tax receipts, including the hiring of 
temporary employees to handle taxpayer receipts and other data before 
receiving satisfactory fii^erprint results. 

These weaknesses increased IRS’ vulnerability to theft or loss. For 
example, in fiscal year 1999, IRS identified 37 actual or alleged employee 
thefts of receipts at IRS field offices and lockbox banks, totaling over 
$1 million. An additional eight cases were opened during the period in 
which the amount potentially stolen was not quantified because the 
investigations were still ongoing and the thefts had not yet been verified, 
or the stolen checks were never negotiated. Our work in prior years has 
shown that employee thefts have also occurred in the past and have 
resulted in taxpayer burden.*® Furthermore, the number of thefts not 
identified by I^ is unknown. 

IRS has taken action to address some of the control deficiencies related to 
tax receipts and taxpayer data that we reported in prior years. For 
example, IRS eliminated the use of bicycle or foot couriers to transport 
deposits to financial institutions and issued enhanced courier security 
procedures after year-end. Also, unauthorized personnel, such as security 
guards, are now prohibited firom accepting tax payments at service 
centers. 

Nonetheless, it is important that corrective action be taken to address the 
remaining v^erabilities because' these issues are critical to IRS’ 
successfully meeting its customer service goals. 


Computer Security 


IRS relies extensively on computer information systems to perform basic 
functions such as processing tax returns and payments, maintaining 
sensitive tajq^ayer data, calculating interest and penalties, and generating 
refunds. Consequently, weaknesses in controls over its computer 
information systems could impair IRS' ability to perform these vital 
functions and increase the risk of the unauthorized disclosure, 
modification, or destruction of taxpayer data. 


*®See Internal Revetme S^vkx: Phymcal Secuiity Over TaxptQ^ Receipts and Data Needs 
improvement (GAO/AIMD4>9-15, November 30, 1^). 
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IRS substantially improv«l computer security-at its facilities and corrected 
a significant number of Ibe computer security weaknesses identified in our 
previous audits. In addition, IRS has established and is implementing a 
servicewide computer security planning and management program that, 
when fully implemented, should help IRS effectively manage its computer 
security risks. As part of its effort to implement this program, IRS is 
updating its access control standards to reflect changes in technology and 
operating environments, providing computer security training to 
personnel, and conducting computer security self-assessment reviews that 
identify and mitigate vulnerabilities on a proactive basis. 

At the same time, much remains to be done to resolve the significant 
control weaknesses that exist within IRS’ computing environment. During 
fiscal year 1999, we continued to find serious weaknesses with IRS’ 
general controls designed to protect computing resources such as 
networks, computer equipment, software programs, data, and facilities 
from unauthorized use, modification, loss, and disclosure. Such computing 
resources also include systems operated and maintained by other 
government entities such as Treasury’s Financial Management Service. 
did not always (1) effectively implement controls to prevent, limit, or 
detect access to computing resources, (2) adequately segregate system 
adininistration and security sulministration responsibilities, (3) optimally 
configure system software to ensure the security and integrity of system 
programs, files, and data, (4) sufficiently plan or test the activities required 
to restore critical business when unexpected events occur, and 

(5) routinely monitor key networks and systems to identify unauthorized 
activities and in^propriate system configurations. In addition, internal 
controls over IRS’ key computer applications that manage budget 
execution, tax return input, and receipt processing do not provide 
adequate assurance that only authorized personnel have access to the 
applications and related data, that the data are complete and accurate, and 
that application and data inte^ty is maintained. 

These weaknesses increase the risk that data processed by IRS’ computer 
systems are not reliable. If IRS does not adequately mitigate these 
weaknesses, unauthorized individuals could gain access to critical 
hardware and software where they may intentionally or inadvertently add, 
alter, or ddete sensitive data or computer programs. These individu^ 
could also obtain personal taxpayer information and use it to commit 
financial crimes using taxpayers’ names (identity fraud), such as 
fraudulently establishing credit and running up debts. 
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Fund Balance With Despite substantial efforts, IRS was unable to reconcile its administrative 

rp, fund balance with "IVeasury accounts^^ throughout fiscal year 1999. Such 

1 reaSUry reconciliations are required by Treasury policy and are analogous to 

companies or individuals reconciling their checkbooks to monthly bank 
statements. 

Unlike during fiscal year 1998, when did not attempt to reconcile its 
fund balance, IRS made a concerted effort to reconcile its fund balance 
with Treasury accounts during fiscal year 1999. IRS devoted significant 
time and staff resources to try to correct its records for the effects of these 
adjustments. However, its efforts were hindered due to its inability to 
correct its records for unsupported adjustments of approximately 
$84 million and $60 million recorded to its general ledger in fiscal years 
1997 and 1998, respectively, to force its records to match Treasury’s 
records. These adjustments represented an accumulation of 
unidentifiable differences between Treasury’s and IRS’ records. IRS had 
posted these adjustments for several years without first performing the 
necessary research to determine whether adjustments to the general 
ledger were, in fact, needed or whether some or all of these differences 
were attributable to errors in 'Treasury’s records. This is similar to an 
individual not reconciling his or her checkbook with monthly bank 
statements for years, and then adjusting the checkbook to agree with the 
balance the latest bank statement without first verifying that the bank 

had not made any mistakes. Because some of the adjustments IRS had 
made related to differences going back as far as fiscal year 1995, IRS’ 
ability to research and make proper correcting entries was ftirther 
hindered. 

In late January 2000, after several unsuccessful attempts, IRS was able to 
provide us with a reconcilhition of its 1999 fiscal year-end fund balance 
with Treasury that was sufficiently complete to enable us to conclude that 
the amount reported in its financial statements for fund balance with 
Treasury as of September 30, 1999, was reliable. However, reconciling 
differences between II^ and Treasury records related to payroll continue 
to exist. These differences need to be fully researched to determine the 
extent to which IRS’ fund b^ance may be misstated and in need of further 
adjustments. These unresolved differences and IRS’ lack of routine and 


Ulike other agencies, IRS records adrainislTalive budget spending authorizations in the asset account 
titled “ftind balance with TVeasuiy.” The funds maintained in this account are used to fund IRS’ 
operations. IRS' fund balanre with Treasury account is composed of 43 appropriation accounts that 
ife increases or decreases as it receives or disbttrses funds. 

^^The problems related to adjusting ^ency records to match the amounts reported by Treasury have 
been noted in other GAO reports. See Fhtandai Audit: fesues Regarding Reconciliations of Fund 
Balance With 7i«asujyAcc(>ants(GAO/AIMD^9-271, September 1999). 
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complete recondlialions during fiscal year 1999 raise serious concerns 
about its ongoing ability to ensure that it complies with the law governing 
the use of its budget authori^. Without this crucial control, it is difficult, if 
not impossible, for IRS to determine if operating funds are being properly 
spent or if reported amounts for program costs, assets, and liabilities are 
reliable. 


Property and 
Equipment 


has seriously flawed systems and controls over its property and 
equipment (P&E). As a result, IRS is unable to rely on its P&E subsidiary 
records to account for or report its inventory of P&E assets in accordance 
with federal accounting standards.^ IRS does not have an integrated 
property management system that appropriately records P&E additions 
and disposals as they occur. Instead, IRS‘e3q)enses property purchases 
during the year, then records adjustments at year-end to reflect P&E 
dispositions and to move property purchases from expenses to P&E based 
on subsidiary records maintained at field offices. However, these 
subsidiary records are unreliable because IRS’ procedures to ensure that 
P&E purchases and dt^osals are properly recorded in these records are 
not consistently followed. In addition, as a result of these inaccurate 
records, IRS’ Chief Information Officer found it necessary to conduct a 
comprehensive and costly inventory of computer equipment and software 
to ensure that all of IRS’ critical sy^ems were identified and made Year 
2000 compliant IRS itself has reported deficiencies in its property 
management controls for the last 18 consecutive years, yet serious issues 
continue to go uncorrected. 

During fiscal year 1999, we continued to find significant errors in the 
quantities and valuations of P&E included in IRS’ P&E subsidiary records. 
These errors are the result of ineffective IRS procedures to capture 
additions and disposals of P&E. Specifically, IRS relies on individuals 
across the country to inform those responsible for maintaining the 
subsidiary records of any P&E additions or disposals. At one IRS location 
we visited, the procedure for updating the P&E records for property 
purchases consisted of the individual receiving the property making a 
long-distance telephone caU to another individual responsible for 
recording the acquisition in the subsidiary records. We found that 
procedures for recording P&E frequently were not followed, resulting in 
numerous errors. For example, we found that 25 percent of the 106 P&E 
items we inventoried at IRS field offices were not included in the P&E 
records, including videoconferencing equipment and three recently 


^%tateineiit of Federal Financial Accounting Standards No. 6, Accounting for Property, Plant, and 
Equipment 
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acquired mafl-sortmg machines that cost over $800,000 each. We zilso 
not^ that 200 pereocal coir^uters that had beea:i disposed of were stUl 
included in IKS’ records. In addition, we found that P&E was consistently 
recoided based on internal documents such as purchase orders or 
requisitions that may ncrt reflect the actual invoice price paid, and ri\at, 
contrary to fedeitd accounting standards, shippii^ and installation casts 
were excluded from the recorded value. We found other valuation errors 
in IRS’ records, such as a Compaq laptop computer recorded at a cost of 
$310,0{K) ^>d a copy of Micrx^oft Office softv?are that cost. $212 but was 
erroneously recorfed at $212,300. 

The quality of its P&E records was so poor that IRS determmed it could 
not rely oa the records to report the balance on its financial statements. 
Coivsequently, IKS lured a consulting firm to develop a balance based 
prira^ily on a statistical estimate. Tlte lesulting estimate of $1.3 Mllion of 
net P&E aX September 30, 1999, in turn resulted in an upward adjustment 
of over $l billion (600 percent) to IRS’ accounting records. This 
substantial adjustroa^t confirmed oi» fiscal year 1998 condusion ttmt IRS’ 
P&E balance was likely materially understated. In addition to the 
problems previously discussed, tlvis substantial adjustment was necessaty 
because excluded over $250 million of external software and systems 

develc^wnent costs and million of assets under capital lease. The 

material adjustment to IRS’ P&E balance was also nec^sary because lES’ 
prior practice of using Treasury’s c^itaiiaation threshold of $50,000 was 
inappropriate. The use of this threshc^d in the past resulted in hundreds of 
millions of dollars in P&E purchases being expensed in the year of 
purchase instead of being properly reported as assets. lilTiile IRS’ costly 
and time-consurmng effeat did produce a reasonable P&E balance at year- 
end, its inability to distinguish P&E asset purchases fiom expenses or to 
reli^ly report depreci^on expense continued to contribute to i ts inabilfiy 
to produce reliable statements of net cost, changes in net portion, and 
financing. 

Before DRS undertook its costly year-end estimate of P&E, we 
recommended that its man^ement ensure that systems and controls be in 
place for fiscal year 20(X) to properly record additions and dispe^ais of 
P&E. Tf IRS does not inclement ne^ed Improvements for fiscal year 2000, 
it will have spent over $I rmliion on an estimate that was rdiable for only 1 
day, and it may be unable to properly account for the biUiems of ddlam it 
plcuis to spend on lax systems modernization over the next decade. 


Budgetary Controls internal controls are not adequate to provide reasonable assmance 

that the budgetary balances reported on its flnanciaJ statements are 
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reliable or that its obligations do not exceed budgetary resources. This 
contributed to our inability to determine whether four of IRS six financial 
statements were reliable at September 30, 1999, as well as whether the 
components of net position were reliable. IRS does not have current, 
accurate budgetary information and reliable budgetary controls to 
successfully manage operations on an ongoing basis and to ensure that 
resources are expended only in accordance with established budget 
authority. 

We foimd errors in 42 percent of a statistical sample of 130 undelivered 
orders'^ at September 30, 1999, including the following. 

Undelivered orders datir^ back as far as 1996 that IRS should have 
deobligated. For example, we found $2.8million for an undelivered order 
relating to computer services for which the last invoice was received in 
fiscal year 1-996, but the remmning unneeded amount had not been 
deobligated. 

Goods or services that had been received but the amount was not removed 
from IRS’ undelivered orders. For example, we found fiscal year 1999 
telephone services for approximately $2 million that were not recorded as 
expenses and reductions of undelivered orders, and $2.2 million of 
computer services that had been received before September 30, 1999, but 
were still shown as an undelivered order. These overstatements of 
undelivered orders resulted in understatements of IRS’ accounts payable. 

Additionally, we found that IRS’ automated controls over the use of its 
budgetary resources were not effective. Specifically, IRS allowed 
excessive numbers of individuals to have the capability to override its 
automated spending controls. We found that 76 percent of the 1,749 users 
that had access to IRS’ budgetary control system had some capabilities to 
override controls that could allow expenditures to exceed amounts 
obUgated. Of these users, 87 also had the ability to override appropriation- 
level spending controls that could allow expenditures to exceed amounts 
appropriated. 

IRS also did not promptly record all expenditures in the accounts of the 
appropriations authorized to pay them. Instead, for some expenditures for 
which the funding information and/or supporting documentation was 
incomplete, IRS recorded the transactions in suspense accounts while 
awaiting supporting documentation. IRS made substantial improvements 


l^UndeUvered orders represent the value of goods and services that have beer ordered and obUgated 
but have not been received. 
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in its handling of suspense items and was able to reduce the amount held 
in suspense from more than $140 million at September 30, 1998, to about 
$8 million at September 30, 1999. However, transactions continue to 
remain in suspense for months or, in some cases, years. For example, IRS 
still had a number of charges from the General Services Administration 
that were recorded in its suspense account in 1996. Until these suspense 
transactions are posted to the proper appropriation accounts and matched 
with corresponding obligation records, IRS cannot ensure that its 
outstanding obligations and disbursements do not exceed available budget 
authority. 


Financial Rcportins WhUe ERS demonstrated significant improvement in the form and content 
of its financial statements during fiscal year 1999, IRS still lacks adequate 
intemal controls over its financial reporting process to provide reasonable 
assurance that its financial statements are reliable. As a result, IRS was 
unable to reliably report the components of its net position and vmable to 
prepare reliable statements of net cost, changes in net position, budgetary 
resources, and financing. We found the following. 

• IRS’ general ledger (1) did not always use the standard federal accoimting 
classification structure, (2) was not current or accurate, and (3) was not 
supported by adequate audit trails for P&E, program costs, federal tax 
revenue, federal tax refunds, or taxes receivable. Consequently, IRS 
continued to be unable to rely on its general ledger to support its financial 
statements. 

• Underlying detail records supporting transactions in the general ledger 
were inaccurate. For example, in testing a detailed list supporting 
accounts payable, we found that the list was both incomplete and included 
invalid items. Spe^cally, 10 percent of the items we tested from this list 
were not valid accounts payable, and 20 percent of items we tested from 
other sources were inappropriately excluded from this list. 

• The costs of IRS’ two largest programs, customer service and compliance, 
are intermingled on its statement of net cost. The costs reported for these 
two programs for fiscal year 1999 include amounts for activities that we 
believe are inconsistent with the nature of the programs. For example, IRS 
included fundii^ for customer service activities such as taxp^er walk-in 
service and taxpayer education efforts in accounting for and reporting 
costs of its compliance activities.^® Similarly, IRS considered all non-face- 


^^See Tax Adminislralion: ntS' Fiscal Year 1999 Budget Request and Flscai Year 1998 Filing Season 
{GAO/T-GGn/AIMD-98-1 14, March 31, 1^) 
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to-£ace aaitacis taxpayers forms of customer service, induding 
compliance-related activities such as telephone tax collection and 
corresponden<^ exminations of tax returns. We found that in 11 percent 
of the cases we reviewed, staff working on activities that, included 
correspondmce exarrdnaticms or telephone tax collections charged all of 
their time to cu^mter service. Consequently, IRS is unable to reliably 
report to the Congress or the public the appropriate inforroation on the 
cost of either of its two largest programs. 

IRS’ tinandal statements arc affected by material amounts that are either 
not recorded in the general ledger until the subsequent year or not 
recorded at all. As a result, ERS’ general leniger is perpetually materially 
incomplete and must be supplemented by extensive analysis and material 
adju^ments to recognize transactions that were omitted from the general 
ledger. These supplemental procedures are costly, labor intensive, prone 
to mror, and typically require several months to complete. Tins approach 
also requires effective internal controls if it is to produce reliable 
information. However, IRS did not effectively supervise this process to 
ensme that errors were caught and corrected before they adversely 
affected the financial statements. For example, we found materia 
discrepancies in IRS’ records that, had we not brought them to IRS’ 
attention, would have resulted in an error of over $102 million on IRS’ 
financial statements going uncorrected. As a result of these problerr^ IRS 
cannot produce reliable agencywide finaitcial statements or finaiidai 
performance information throughout the year as a mmiagement tool, as is 
standard practice in private industry and some federal entities. 

Because of the weaknesses and issues discussed above, we continued to 
find that IRS’ financial management systems did not substantial ly co mply 
with the Federal Financial Management Systems Requirements (FFMSRV® 
federal accounting standards, and the V.S. Government Standard Generai 
Ledger (SGL) at the transaction level. These weaknesses also indicate that 
IRS carmot accumulate and report the full cc^ts of its activities on a 
regular basis as required by federal accounting standards. 


Remaining Financial 
Management Issues 


IRS continues to be pli^ed by serious internal control and systems 
deficiencies that hinder its ability to achieve lasting financial management 
improvements. IRS acknowledges the issues raised in our audits, and the 
Commissioner and Deputy Commissioner of Operations continue to 


^®Fm?Rare assies of requirements prwbiced by the Joint Financial Management Improvement 
Program to improve federal fiiozKiai] maiagemetit through uniform requireinents for financial 
iitformahon financial systems, and financiai organization. , 
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pledge their commitment to addressing these long-standing issues. IRS has 
a number of initiatives under way to try to address many of the systemic 
weaknesses, including efforts to modernize its organizational structure 
and information systems. These efforts appear to be heading in the right 
direction. ^’Additionally, progr^s continues to be made on the serious 
computer security issues we have reported for several years. 

We have assisted IRS in formulating corrective actions to address its 
serious internal control and financial management issues by providing 
recommendations over the years, and we will continue to work with IRS 
on these matters. We recognize that IRS’ financial management systems 
were not designed to meet current systems and financial reporting 
standards. We also recognize that IRS’ problems did not occur overnight 
and that it will take years for IRS to fully correct its systems-related 
deficiencies. However, we believe that continued progress in resolving a 
number of the serious internal control issues that IRS faces can be 
addressed in the near term through continued dedicated efforts on the part 
of IRS man^ement Additionally, successful implementation of IRS’ 
longer term efforts and resolution of the serious problems that continue to 
be identified by oiu audits will also require substantial management 
commitment, resources, and expertise. 

Mr. Chairman, this concludes my prepared statement. I would be pleased 
to answer any questions. 


Contacts and 
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Appendix I 

Components of IRS’ 1999 Unpaid 
Assessments 


Figure 1: Components of IRS' $231 Billion of Unpaid Assessments: FY 1999 
(Dollars in billions) 
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^pendix II 

Comparison of IRS’ Taxes Receivable 
Between 1998 and 1999 


Figure 2: Estimated Collectibility for IRS’ Taxes Receivable: Fiscal Years 1998 and 1999 (Dollars in Billions) 
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Ordering Information Orders by internet 

For information cai how to access GAO reports on ttie hitemet, send 
an e-maJl message with “info” in the body to: 

hifo@www.^o.gov 

or visit GAO’s World Wide Web home page at; 
htQ);//www.gao.gov 


To Report Fraud, 
Waste, and Abuse in 
Federal Programs 


Contact one 

Web site; http:/Avww.gao.gov/fraudnet/fraudnethtm 

E-mail; fraudnet@gao.gov 

l-8(K)'424'5454 (automated answering system) 
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Mr. Horn. Well, thank you very much. As you know, we practice 
letting all of the witnesses speak and then we take questions. So, 
we hope everybody is going to be here this morning. 

That was an excellent document and we have quite a few ques- 
tions that are going to come from it. 

We now have Mr. Lawrence W. Rogers, the Acting Chief Finan- 
cial Officer for the Internal Revenue Service. He is accompanied by 
Mr. John Dalrymple, the Chief Operations Officer, and Mr. App, 
the Deputy Chief Financial Officer of the Treasury. So go ahead, 
Mr. Rogers. 

STATEMENT OF LAWRENCE W. ROGERS, ACTING CHIEF FINAN- 
CIAL OFFICER, ACCOMPANIED BY JOHN M. DALRYMPLE, 

CHIEF OPERATIONS OFFICER AND COMMISSIONER OF THE 

WAGE AND INVESTMENT OPERATING DIVISION, INTERNAL 

REVENUE SERVICE 

Mr. Rogers. Thank you, Mr. Chairman. We have submitted my 
testimony for the record, and I have a short summary of that. 

Mr. Horn. Just take your time. You are a principal witness. So 
automatically, all of your statements go into the record once we in- 
troduce you. But feel free. 

Mr. Rogers. Yes, sir. I will give you a short summary of that 
and then we will turn to questions. My testimony is for Mr. 
Dalrymple and myself representing the IRS. 

Mr. Chairman and distinguished members of the subcommittee, 

1 am pleased to testify today on GAO’s report on our financial 1999 
audits. I would introduce Mr. Dalrymple whom you have already 
mentioned. Mr. Dalrymple is the Chief Operations Officer for IRS. 

This year, due to the combined efforts of the IRS and GAO 
teams, GAO was once again able to render an unqualified, or clean 
opinion on the IRS statements of custodial activity, as has been 
noted by Mr. Kutz, and represents $1.9 trillion that IRS collected 
in tax revenues in this past year. 

That being said, we are very disappointed that we were unable 
to achieve an unqualified opinion on our administrative actions. I 
can assure you that this was an effort, an all-out effort, by the 
agency to improve; and I am going to talk later about the improve- 
ments that we were able to achieve. 

The IRS believes the GAO report is generally accurate. In its re- 
port, GAO staff expressed concern about the IRS use of labor-inten- 
sive, compensating work-arounds. In fact, really, during the audits 
that we have, it requires a cooperative effort by the GAO teams 
and ourselves to carry out these audits; and we will have to con- 
tinue with these types of work-arounds for the near term, that is, 
until we are able to replace the archaic Legacy data systems that 
IRS now uses to track its tax collections. With these improvements, 
though, that we have made during the past year, we believe we can 
sustain the progress that we have achieved and do this while we 
are seeking more fundamental system improvements. 

I would like to spend a couple of minutes talking about our im- 
provements over the past year. We were able to overcome the loss 

2 years ago of a mass migration of supervisors out of our system, 
out of our accounting system, and we have replaced all of those 
people. They are trained and in place. This is one of the issues that 
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was brought up in last year’s report by GAO, and these folks are 
there and are working very well. 

On the custodial side, we have improved the data extract process 
by which the audit is done. In 1999, IRS staff was able to assume 
responsibility for analysis of the financial classifications for ac- 
counts receivable. We were also able to perform collectibility analy- 
ses of receivables, and this was work that the GAO teams pre- 
viously had to perform before we were able to come up to speed and 
take over some of that workload. 

On the administrative side, the fund balance was reconciled with 
Treasury at the end of fiscal year 1999, and I think the GAO notes 
that in its report, although expresses some concern. But we think 
that we have gotten there, and in fact, we are continuing to rec- 
oncile the cash balance each month, and we have done that for Oc- 
tober and November of fiscal year 2000. A new permanent team is 
now charged on a recurring basis with that duty. I will tell you 
that I personally check on that every month, just to make sure. 

IRS also cleaned up the suspense account to a reasonable level 
and the appropriate entries were made to record the clean-out of 
that account. 

We are providing for this coming year to make a subsidiary ledg- 
er for our accounts available which will enable us in the future to 
give GAO cleaner extracts for audit purposes. In addition, we put 
into effect procedures that the IRS will follow to ensure sustain- 
ability of our property evaluation figure from the end of our fiscal 
year 1999. This process will remain in place until a more perma- 
nent solution is found. 

Also of interest to the GAO and the subcommittee, we continued 
to improve on an aggressive security management program which 
focuses on identifying, managing and mitigating security weak- 
nesses. We also have established the financial and management 
control of the executive steering committee, and that committee is 
chaired by the deputy commissioner to strategically manage and 
improve on initiatives and ensure that appropriate controls are an 
integral part of the IRS programs. 

We view these steps and numerous others that are described in 
detail in our written statement as necessary investments. These in- 
vestments have to be made so that IRS can meet the statutory pol- 
icy requirements for good financial data that fairly presents the 
status of IRS finances to all interested parties. We did this to the 
best of our ability in 1999, and we will continue to do so from here 
on. 

Mr. Chairman, in the long term, the inadequacies in and solu- 
tions to our financial reporting systems must be addressed through 
the broader efforts under Commissioner Rossotti to modernize both 
the systems, technology and organization of the IRS as mandated 
by the landmark IRS Restructuring and Reform Act of 1998. I want 
to thank you, and if Commissioner Rossotti were here, he would 
certainly do this as well, for the leadership that you have provided 
from this subcommittee, especially in the area of computer systems 
and the Y2K process. In the interim, we intend to develop the best 
financial data possible while continuing to concentrate on the more 
complete reform of the data systems. 



37 


I can assure you that we will sustain each of this year’s improve- 
ments. We will work toward a financial management system that 
fulfills the requirements of the various acts; and also in the longer 
run perhaps — and I think this is what Mr. Kutz is saying — will 
provide IRS managers with the data they need to operate the agen- 
cy effectively and efficiently. 

Thank you very much. We would he glad to answer any ques- 
tions that you may have. 

[The prepared statement of Mr. Rogers follows:] 
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TESTIMONY OF 
LAWRENCE W. ROGERS 
ACTING CHIEF FINANCIAL OFFICER 
INTERNAL REVENUE SERVICE 
BEFORE THE 

HOUSE COMMITTEE ON GOVERNMENT REFORM 
SUBCOMMITTEE ON 

GOVERNMENT MANAGEMENT, INFORMATION AND TECHNOLOGY 
IRS FISCAL YEAR 1999 FINANCIAL STATEMENTS 
FEBRUARY 29, 2000 


INTRODUCTION 

Mr, Chairman and distinguished Members of the Subcommittee, I am pleased to 
be able to testify on the General Accounting Office’s report IRS’ Fiscal Year 1999 
Financial Statements. Accompanying me today is IRS Chief Operations Officer and 
Commissioner of the Wage and Investment Operating Division .fohn M. Dalrymple. 

Due to the combined IRS and GAO efforts, we are pleased that the General 
Accounting Office once again rendered an "unqualified” opinion on the IRS’ Statement 
of Custodial Activity. Our intense and unwavering efforts over the past several years 
resulted in a clean opinion on the S 1 .9 trillion that the IRS collected in tax revenues last 
year. 

That being said, Mr. Chairman, we are obviously disappointed that we were 
unable to achieve an unqualified opinion for our Administrative accounts, However, we 
believe that the IRS staff made great strides from the unacceptable situation in which the 
IRS found itself at the end of FY 1 998 and remedied a large number of deficiencies. 

IRS also fully understands that much of the success we achieved in gaining the 
unqualified opinion on the Statement of Custodial Activity was reached through labor 
intensive processes. We greatly appreciate the cooperative nature of the assistance that 
we received from the GAO teams to make this approach possible. However, until we are 
able to replace the archaic legacy data systems now in use, we must perfect and continue 
to use these procedures. There is, unfortunately, no other alternative. 

GAO’S FINDINGS 

The IRS believes that the GAO report is generally accurate. In its report, GAO 
expresses concern about IRS’ use of labor intensive compensating workarounds, W'e 
understand that concern, but with the improvements that were made during the past year, 
we believe that we can sustain our progress while seeking more fundamental system 
improvements. There is a basis, in fact, for a positive outlook in this matter. 
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In response to the many issues contained in the GAO’s draft report, we prepared a 
number of page-by-page comments that were submitted to the GAO and are part of its 
final report. We listed the corrective actions taken on the material weaknesses/reportable 
conditions/noncompliance with laws and regulations as weil as other significant matters. 
V/e believe that these comments are important to understanding the extent of our efforts 
and our commitment to further improvement. 

Mr. Chairman, we are working hard to achieve an “auditable” set of financial data 
in the immediate years ahead, while tackling the overall, long-term problems associated 
with retooling the very complex and outmoded record keeping systems that currently 
exist for tax administration. 

In fact, IRS’ ability to achieve all of its short- and long-term goals and objectives 
depends largely on reliable financial information and effective management controls. For. 
this reason. IRS has established an executive steering committee to strategically manage 
improvement initiatives and ensure that appropriate controls are an integral component of 
all IRS programs. 

The Financial and Management Controls Executive Steering Committee (ESC) 
uses a risk-based management approach, similar to the one that has been used 
successfully in other arenas, such as Y2K, Taxpayer Treatment and Service 
Improvements, and Business Modernization. This approach is predicated on ensuring 
prompt decision making and on facilitating cross-functionai coordination. 

The ESC is chaired by the Deputy Commissioner Operations and includes 
Treasury'’® Deputy Chief Financial Officer, IRS Chief Officers, the Associate Chief 
Counsel (Finance and Management), the Chief. Agency-Wide Shared Services, and the 
National Treasury Employees Union (NTEU) President. After they become fully 
operational, the four new customer-focused operation divisions will be represented on the 
ESC. 


We see many of the steps the IRS took in Fiscal Year 1999, and those listed in the 
Appendix, as not only related to the current year’s audit, but an interim investment to 
produce reliable information, while we continue to build the systems that will provide 
longer-term solutions to the IRS financial systems issues. Many of the actions resulted 
from our agreement with GAO’s findings in past years. Following are some of the 
highlights. 

We overcame the loss of CFO managers that occurred two years ago; our new 
team of supervisors is now in place. On the Custodial side, we improved our data extract 
process, and in 1999, were able to assume responsibility for analysis of the financial 
classifications for accounts receivable. We were also able to perform “collectability” 
analyses of receivables - work that the GAO teams performed until IRS staff was capable 
of taking over the duties. 

On the Administrative side, the fund balance was reconciled with Treasury at the 
end of FY 1 999, and monthly reconciliations have now occurred for October and 
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November of Fiscal 2000. A new permanent team is now charged on a recuiring basis 
with the function. IRS cleaned up the suspense account to a reasonable level, and the 
appropiiate entries were made to record the clean out of the account. 

We are also working to provide a subsidiary ledger to our accounts, which will 
enable us in the future to give the GAO “cleaner” extracts for audit purposes. In addition, 
we put into effect procedures that the IRS will follow to ensure sustainability of our 
property valuation figure from the end of FY 1999. This process will remain in place 
until a more permanent solution can be achieved. Also of great interest to GAO and the 
Subcommittee, we implemented an aggressive security management program, which 
focuses on identifying, managing and mitigating security weaknesses. 

We view these steps, and numerous others, as necessary investments by IRS to 
meet the statutory and policy requirements for good financial data that fairly presents the ’ 
status of IRS finances to all interested parties. We did this to the best of our ability in FY 
1999, and we will continue to do so from here on. 

.Mr. Chairman. I want to address other GAO’s findings, that merit clarification or 
more detail. GAO and IRS have both been concerned about computer security issues. 

GAO reported it again this year as a material weakness, although the report does identify 
the improvements that the IRS has made in this area. We agree that it continues to be 
correctly reported as a material weakness, but it is also important to note that 
Commissioner Rossetti has decisively moved the responsibility and authority for all 
computer operations under the direct control of the Chief Information Officer, 

In that office, rivo former GAO executives, with experience in information 
technology security, have directed an energetic computer security program. This has been 
an office which does not just wait until GAO or other auditors identify issues, but is 
actively pursuing its own program of security improvements while also concentrating on 
those identified by our auditors. I believe that, while we have much more to do, GAO 
would recommend the current IRS approach to other agencies. 

GAO also identified many instances in which accounts that appeared to have 
some collection potential were not being actively pursued. Their report goes on to state 
that IRS designated these accounts as '‘currently not collectible.” 

IRS’ decision to modify the critena under which unpaid assessments could be 
designated as “cuirently not collectible” was resource driven. We are not able to actively 
pursue all cases with currently available resources. Therefore, we gave priority to 
addressing the more current “high dollar” cases that show the greatest potential for 
collection. We believe this is a necessary and sound business decision. 

More fundamentally, as Commissioner Rossotti has testified, the IRS collection 
approach needs to be reengineered in accordance with generally known best practices and 
technology. The IRS devotes 90 percent of its collection resources to accounts over six 
months old, when commercial experience shows that the likelihood of collection is low. 
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In addition, this delay increases the cost in interest and penalties to the taxpayer and 
makes it harder for the taxpayer to settle the debt. The delays associated with potential 
enforcement action then come into play and can prolong the process by as much as 
another year. 

A key long-term goal of reengineering the IRS collection process is to shorten the 
time before an IRS employee contacts the taxpayer, by phone or in person, when there is 
a significant risk that a tax debt may not be paid, to resolve the issue as quickly as 
possible. The new modernized organization structure provides the management structure 
necessary to integrate the management of collection operations, and to manage the 
reengineering of the process and all underlying technology. 

GAO further states in its report that the matching of W-2s and information 
reporting does not occur at the time the returns are processed because it is not practical 
due to the intensive labor involved. To make an up-front match now would conflict with 
the IRS’ mandate to promptly process tax returns and issue refunds in the interest-free 
period of 45 days. 

Mr, Chairman, the statement is correct, but while the task was difficult before, 
beginning in the year 2000, RRA 98 granted payors an additional month for filing 
information returns if these documents are filed electronically. This additional time, 
while providing us with better documents, also unfortunately, under certain 
circumstances, furtber inliibits our ability to implement GAO’s recommendation. 

GAO’S discussion of Earned Income Tax Credit (EITC) examinations also merits 
important additional information. The draft report states that EITC examinations are 
“. . .often performed after any related refunds are disbursed, examinations cannot 
substitute for effective controls. . .” 

The IRS does freeze refunds on EITC remms it believes display the highest 
potential for error. Last year, we performed more "pre-refund” than "post-refund” audits 
and the facts speak to this. Of the 573,000 tax returns examined in FY 1 999, 
approximately 70 percent were pre-refund audits. In other words, IRS examined over 
400,000 EITC returns before it issued any refund due to EITC. 

An example of a return receiving post-refund audit treatment w'ould be one where 
more than one taxpayer is claiming the same qualifying child for EITC. At the 
conclusion of the audit, the taxpayer who is not entitled to the credit is billed for the 
underpayment and the taxpayer’s file is marked so that EITC cannot be claimed in a 
subsequent year without the taxpayer re-certifying eligibility for the credit. For the 2001 
filing season, we plan to have the Dependent Database match in place. That will allow us 
to perform pre-refund audits of these duplicate Taxpayer Identification Number cases. 

With regard to the excise tax distribution process, we would like to point out that, 
as GAO states in both FY 1998 financial audits, IRS is dependent on a “complex, error- 
prone process for determining revenue distributions.” The GAO also made a similar 
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comment in the FY 1999 financial audit. We believe that is a fair description but would 
note that it flows from the fact that taxpayers are required to remit payments earlier than 
they are either able or required to remit assessment information. 

However. GAO’S discussion of the reporting and distribution to trust funds for 
this fiscal year does not recognize all of IRS’ efforts to attain more accurate data. During 
FY 1999, the IRS added Uvo additional analysts to support the review/certification 
process of excise taxes. Check sheets, which are subject to managerial review/appiovai, 
were also developed to ensure the quality of each excise tax certification. In addition, 
procedures were established to provide post-input controls to review certain returns with 
assessments of one million dollars and over and to review all returns reporting coal tax 
assessments of five hundred thousand dollars. This means that the IRS is reviewing over 
92 percent of the total dollar value of excise tax assessments. 

It is also significant that in June 1998, IRS changed from certifying based on 
liabilities to certifying based on collections, making it important that tax returns post 
timely to ensure the accuracy of the certified amounts. To address GAO’s concerns 
regarding amounts reported from previous quarters in current quarter certifications; the 
IRS revised its procedures to ensure expedited posting of the returns. 

These procedures have resulted in marked improvements. However, the reporting 
from previous quarters will continue to occur because of amended returns, audits and late 
filing of returns subsequent to the certification period. Additionally, there is cun'eiitly no 
penalty for filing a late return if the taxpayer makes timely deposits, although we 
continue to monitor these taxpayers and request their returns. 

GAO’s statements relating to installment agreements also need clarification. The 
IRS Assistant Commissioner for Collection issued a memorandum in March 1998 stating 
that any new installment agreement given to a taxpayer must provide for full satisfaction 
of the taxpayer’s liability. Prior to this time, the IRS had accepted a number of 
installment agreements that would not fully pay outstanding and accruing liabilities over 
the terms of the agreement. 

The revised procedures that were adopted in March of 1998 prohibit entering into 
an installment agreement that does not fully satisfy the liability over the term of the 
agreement. Errors occurred during the transition to this new procedure but we have taken 
steps to eliminate future mistakes. Thus, in addition to the memorandum that was issued 
providing instructions, the Internal Revenue Manual was subsequently revised to include 
this change in procedure. 

Lastly, the GAO points to our problems related to the current system of property 
and equipment inventories (P&E). The GAO states, “ IRS relies on individuals across the 
country to inform those responsible for maintaining the subsidiary records of any P&E 
additions or disposals.” 

GAO fairly characterizes the situation. However, during this audit period, and as 
part of the decision to have a one-time valuation of P&E done by a contractor. IRS 
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reviewed its efforts to improve and maintain a good property management system. We 
will be implementing shortly an internal procedure to maintain the benchmark from the 
sample valuation. 

In the future, through the implementation of the Single Point Inventory Function 
(SPIF), we will have on-site teams in field locations to review procurements on the 
Requisition Tracking System (RTS), ensure their delivery on site, and ensure proper 
disposition and removal from inventory system. The SPIF procedure will be used to 
improve both the Integrated Network and Operations Management System (INOMS) and 
the Property Assets Tracking System (PATS), and will continue in place until an 
integrated property management system is installed as the overall financial management 
system is replaced, 

LONG-TERM SOLUTIONS 

Mr. Chairman, in the long-term, the inadequacies in, and solutions to our financial 
reporting systems must be addressed through the broader efforts under Commissioner 
Rossotti to modernize botli the systems and organization of the IRS as mandated by the 
landmark IRS Restructuring and Reform .Act of 1 998. 

The key to better financial management at the IRS is improved technology. 
Chairman, I want to tliank you, as Commissioner Rossotti would do if he were here 
today, for your leadership and support in this critical area, and especially for what we 
learned from attacking the Y2K. problem. 

Commissioner Rossotti recently testified before the subcommittee that our 
success to date on Y2K yielded several important long-term residual benefits. These 
included replacement of obsolete hardware and systems software products; improved 
program management practices; standardization of products; and improved inventory 
management. 

The latter is of particular relevance to today’s hearing. GAO has criticized the IRS 
for the poor condition of its Information Technology inventory, but because of our Y2K 
efforts, we were forced to examine our inventory as never before. The condition of our 
inventory is now greatly improved although much work remains to be done. 

Many of the solutions to the IRS’ problems can only be found in new or enhanced 
automated systems, and this is a vast, complex and risky undertaking that will require 
many years to accomplish. The IRS must replace nearly its entire inventory of computer 
applications and convert its data on every taxpayer to new systems. It must be 
accomplished in conjunction with redesigned business practices as part of our overall 
modernization program, while continuing to provide service to taxpayers and to respond 
to ongoing tax law and other changes. 

Mr. Chairman, in the interim, we intend to develop the best financial data 
possible, while continuing to concentrate on the more complete reform of the data 
systems. I can assure you that we will sustain each of this year's improvements. We will 
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simultaneously work toward a financial management system that fulfills the requirements 
of the various acts and also provides IRS managers with the data they need to operate the 
agency effectively and efficiently. 
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Mr. Horn. Mr. App, the Deputy Chief Financial Officer for the 
Department of the Treasury. 

STATEMENT OF STEVEN APP, DEPUTY CHIEF FINANCIAL 
OFFICER, U.S. DEPARTMENT OF THE TREASURY 

Mr. App. Mr. Chairman and members of the subcommittee, good 
morning and thank you for inviting me here today to discuss finan- 
cial management in the Department of Treasury and the Internal 
Revenue Service. 

Throughout fiscal year 1999, the reporting cycle senior manage- 
ment, including the Assistant Secretary for Management and CFO, 
as well as the IRS Deputy Commissioner, have provided critical 
oversight to improve the audit results at IRS. Mr. Chairman, that 
is a commitment we made to you last year. Across Treasury, we are 
pleased with the progress that we have made on financial reporting 
and the sole qualification this year on our report will be the IRS 
administrative statements. 

Working with our audit partners and the IRS, we hope to strive 
for unqualified opinions in 2000 at both the IRS and the Treasury. 
It should be noted, however, that the path to improved short-term 
audit results at IRS will remain labor-intensive for the next few 
years until the core financial and management systems can be 
reconfigured or replaced. 

The Department’s management fully recognizes the leadership 
role that main Treasury must play in sound financial reporting, 
and we will continue to support the IRS efforts to sustain the 
progress made during fiscal year 1999, to strengthen the CFO 
structure and management team at the IRS, and to build the finan- 
cial systems needed to improve reporting and, more importantly, 
the management of IRS resources. 

To that end, the Department is actively engaged with the IRS on 
longer-term system solutions. Also, we made needed changes in 
CFO leadership at IRS. You have heard from my colleague, Larry 
Rogers. Larry Rogers has demonstrated throughout Treasury his 
leadership ability, has tackled the jobs of starting the Inspector 
General Office at IRS, as well as filling in the permanent leader- 
ship at the Inspector General. The Department and IRS and GAO 
have all recognized Mr. Rogers’ capabilities, and I think they are 
demonstrated by the results this year. Going forward, our collective 
goal is to win the war for top financial talent at IRS, both by se- 
lecting a strong, permanent CFO and strengthening the CFO office. 

While freely acknowledging the financial reporting problems at 
IRS and the negative impact on the Department, I would like to 
conclude my remarks by pointing out three areas of steady progress 
across Treasury. First, in terms of timeliness, we expect to meet 
the March 1st statutory deadline for the Department for the first 
time in Treasury’s history. The Secretary is signing the reports 
today, as well as the Inspector General, and we hope to deliver 
them to 0MB today. 

Second, for fiscal years 1997 through 1999, as you have already 
heard. Treasury has received unqualified opinions on its primary 
governmentwide functions: collecting revenue and also managing 
the public debt. GAO is again rendering unqualified opinions, as 
you have heard, on the revenue of $1.9 trillion at IRS, as well as 
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public debts, $5.7 trillion in debt. Also, the rest of the Department’s 
bureau and custodial activities, with the exception of IRS, all have 
clean audit opinions, no department-level audit qualifications. 

Finally, a last point is that the nonpayroll, IRS administrative 
accounts that have been the focus of the GAO reporting problems 
this year largely have a negligible impact on the status or opinion 
of the governmentwide financial statements, due to their low level 
of materiality. 

Mr. Chairman, that concludes my testimony. I would be pleased 
to respond to any questions you may have. Thank you. 

[The prepared statement of Mr. App follows:] 
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DEPUTY TREASURY CHIEF FINANCIAL OFFICER STEVEN APP 
HOUSE COMMITTEE ON GOVERNMENT REFOR24 
SUBCOMMITTEE ON GOVERNMENT MANAGEMENT 


Mr. Chairman and members of the Subcommittee, good morning and thank you for inviting me 
here today to discuss financial management in the Department of the Treasury and the Internal 
Revenue Service (IRS). Throughout the fiscal year (FY) 1999 financial reporting cycle senior 
Treasury officials, from the Department’s .Assistant Secretary for Management and Chief 
Financial Officer (.ASMiCFO) to the IRS’ Deputy Commissioner, have provided critical 
oversight to improve the audit results at the Ijuemai Revenue Service (IRS) — a commitment we 
made to you a year ago. 

While we arc pleased with the continued progress that has been made across the Treasury' 
Department, both in the timeliness and quality of our FY 1999 audit results, the remaining 
financial reporting deficiencies on the IRS administrative accounts have resulted in the sole 
qualification of opinion on the Departraenf s FY 1999 Accountability Report. That said, we are 
encouraged by the General Accounting Office’s (GAO's) reported findings of progress in seven 
areas of financial reporting at IRS, particularly the progress made on the balance sheet. Working 
c!o,seJy with IRS, and our audit partners in the GAO, the Treasury Inspector General, and 
Treasury Inspector General for Tax Administration (TIGT.A) offices, we intend to build on these 
positive, albeit incremental, results and strive for unqualified opinions at both the IRS and the 
Department as a whole for the FY 2000 financial reporting cycle. It should be noted, however, 
that the path to improved, .short-tenn audit results will remain labor intensive for the next few 
years, until core financial and management systems can be reconfigured and/or replaced. 

Department management fiilly recognizes the leadership role Treasury must p.lay in sound 
financial reporting and will continue to support the IRS efforts to sustain the progress made 
during FY 1 999, strengthen the CFO structure and ma.a!igement team within the ,1RS, and build 
the financial systems needed to improve both fuitmcial reporting and, more importantly, 
management of IRS resources. 
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To that end, the Department is actively engaged with the IRS on the longer-term, systems 
solution that will have the precision and automated capabilities to sustain the financial reporting 
gains of FY 1999 and the next few years. Further, needed changes were made in CFO leadership 
at IRS over the course of the FY 1999 reporting cycle, installing a highly qualified Treasury 
executive, my colleague Lairy Rogers, as the Acting CFO at IRS. Mr. Rogers has a 
demonstrated track record in leading other Treasury organizations including the Treasury OIG 
and TIGTA until pemranent leadership was in place, and the Department, IRS, and GAO 
recognized his capabilities during the FY 1999 IRS audit. Going forward, our collective goal is 
to win the war for top financial talent at the IRS, both by installing a strong, permanent CFO and 
strengthening the CFO office to optimize financial reporting and management. 


While freely acknowledging the continuing financial reporting problems at the IRS and the 
negative impact on the Department’s FY 1999 opinion, we would like to point out the steady 
progress made across Treasury. This progress has been made both on the timeliness and quality 
of results. 

First, in teims of timeliness, we are proud of meeting the March 1 deadline for the first time this 
year, delivering the FY 1999 Treasurywide and three required standalone bureau reports from 
our revenue bureaus, IRS. Customs, and Alcohol, Tobacco, and Firearms, to the Office of 
Management and Budget by the statutory due date. This achievement demonstrates Treasury’s 
continued commitment to timely, accurate financial reporting, having incrementally improved 
the delivery date each year, since preparing our first Accountability Report for FY 1 995. 

Second, since FY 1997 and continuing through FY 1999, Treasury has received unqualified 
opinions on its primary governmeiitwidc functions — collecting revenue and managing the public 
debt. GAO is again rendering an unqualified opinion for the third year in a row on IRS’ revenue 
collection activities of SI. 9 trillion dollars and the Bureau ofPublic Debt’s federal debt 
management activities of S5,7 trillion dollars. Further, with the aforementioned, notable 
exception of IRS’ administrative accounts, the rest of the Treasury bureaus custodial and 
administrative accounts had no Departmental le\ el audit qualifications. 

Finally, it should be noted that the non-payroll, IRS administrative accounts that are the focus of 
the FY 1999 reporting problems, have a largely negligible impact on the status or opinion of the 
Govemmentw'ide financial statements — due to the relatively low materiality level vis-a-vis the 
aggregate Federal Government activities. 

That concludes my testimony and I would be pleased to respond to any questions you may have 
now or later. Thank you. 
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Mr. Horn. Gentlemen, we are going to now conduct the question- 
ing. It will be 5 minutes per member, and we will alternate be- 
tween both sides of the aisle. Let me just start with a couple of 
questions. 

On pages 30 and 31 of the GAO report, at the bottom of page 
30, it notes taxes collected on behalf of the Federal Government are 
deposited in a General Revenue Fund at the Department of the 
Treasury from which they are subsequently distributed to the ap- 
propriate trust funds. Now, this is a question I have asked numer- 
ous times in the last 6 years, and I still am concerned about it. 

Here we are: Amounts representing Social Security and hospital 
insurance payroll taxes are distributed to their respective trust 
funds, based on employee wage information certified by the Com- 
missioner of the Social Security Administration. 

What I would like, Mr. Rogers, is for you to tell me in simple 
English for the average taxpayer that might read this transcript 
some day, are we really getting all that we should be getting from 
payroll taxes? Because over here in footnote 29, GAO recently re- 
ported in detail, unpaid payroll taxes: billions in delinquent taxes 
and penalty assessments are owed, August 2, 1999. 

Now, that is what has been worrying me for 6 years, that we 
don’t quite put the money that comes in as an excise tax from the 
employer that is deducted, half of the Social Security wage and the 
person’s additional half We just seem to have economists that say, 
yes, I guess that is right, and Social Security administrators say, 
apparently, that is right. 

I don’t believe it. Isn’t there a simple way, in an age of digital 
analysis and sweeps in a grocery store, we could have sweeps in 
an excise tax as it comes in and gets it right and puts it in the 
right trust fund? We now have the lockbox, at least out of the 
House, and we are going to make enough noise on that lockbox on 
Social Security that no President, regardless of party, and no Con- 
gress, regardless of party, will be dipping their hands in it. But I 
am worrying about the stuff that never got in there to start with. 

So what can you do to reassure us? 

Mr. Rogers. I think I can assure you, Mr. Chairman, that money 
that is collected for the trust funds does go through the general 
fund, but into the trust fund itself. I think in looking at a stream 
of information over time and the way the taxes are collected, there 
will be some occasions when employers who have collected the 
money and were holding it in trust never paid it. That is, they 
went out of business or something happened that the money is not 
collected. 

So when you look at a long-term stream, some of this money 
won’t get collected; it just will never get there. 

However, the certification process calls for the Social Security 
Trust Fund basically to be made whole. I think it has been referred 
to as a subsidy by GAO, but in fact it is the way Congress and the 
government have chosen over time to make sure that all people 
whose Social Security benefits have been withheld, it is guaranteed 
that way. 

So I think there will always be a small loss. 
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The issue, I think, for IRS is to do the best job it can to collect 
the money from those people who do not pay; and that is the pri- 
mary administrative issue that I think we face. 

Mr. Horn. Now, that M.D. that you cited with a case, was that 
part of his problem that he hadn’t paid payroll taxes? 

Mr. Rogers. I have not seen that case. I would have to ask Mr. 
Kutz. 

Mr. Kutz. That was individual income taxes, a 1040. 

Mr. Horn. It had nothing to do with office employees or any- 
thing? 

Mr. Kutz. No. 

Mr. Horn. I think we have found, when you look at all of these 
cases across the country, you often have nonprofits that usually 
hang by the nails anyhow, and the first thing they don’t report to 
the IRS is their wage deductions from their employees, and they 
use that to keep running the information. 

Mr. Kutz. Right. As we reported to you last summer, unpaid 
payroll taxes are the No. 1 enforcement issue at the IRS. Indeed, 
as Mr. Rogers pointed out, the amounts that go into the Social Se- 
curity Trust Fund — despite the fact that these payroll taxes aren’t 
collected, the trust fund is indeed made whole, which creates a 
built-in subsidy, and that is in accordance with the law; but the 
subsidy we reported in this report is about $43 billion over time. 

But we do continue to see a number of unpaid payroll tax cases 
in our samplings as part of the fiscal 1999 audit. We found again 
that there were officers that were responsible for starting up and 
shutting down business after business and not paying over their 
payroll taxes. We have a number of examples of those that we can 
share with you if you would like. 

Mr. Horn. I will get into that on my next question, but I will 
yield now to the gentleman from Texas, the ranking Democrat and 
the ranking member, Mr. Turner, for questioning. 

Mr. Turner. Thank you, Mr. Chairman. Please excuse me for 
being late today. In fact, I would like to submit my opening state- 
ment for the record. 

Mr. Horn. Sure. It will be put right after mine and put as if 
read. 

Mr. Turner. I want to followup on the question you were pursu- 
ing, Mr. Chairman. 

This problem of unpaid payroll taxes, it seems to me that there 
ought to be some examination of ways to improve upon that, to in- 
clude ideas such as, perhaps, what would be the effect if you re- 
quired a $200 deposit by everyone who applies for an employer 
identification number, to be refunded after successfully paying your 
taxes for 1 year, or something like that? You know, how much 
would that generate in terms of savings? 

I mean, are we talking about people, Mr. Rogers, who don’t even 
apply for an employer identification number, or are we talking 
about people who do apply for one, but end up being delinquent in 
their payroll taxes? I guess if they never apply for one, you don’t 
know about them, do you? 

Mr. Rogers. I think that is right. I think that you are on the 
right track. 



51 


Mr. Turner. So what would be the financial impact of requiring 
a $200 deposit at the time you apply for an employer identification 
number? Would that be helpful? 

Mr. Rogers. I think $200 seems like a small amount and prob- 
ably most employers who are entering into the market could do 
that. It brings with it all of the administrative issues of any situa- 
tion like this where the government would have to record it, you 
know, take care of it, put it into an escrow account, pay it back at 
some point when they went out of business. So there is always a 
hidden cost that becomes very real when you start trying to admin- 
ister something like that. 

I think you and Mr. Rossotti were engaged in a discussion about 
this earlier, and I think his view was that you have to kind of bal- 
ance off the impact and the burden on employers or people who are 
trying to startup who may be, you know, eking out a beginning and 
whether this would have an impact on them. I don’t know that 
$200, frankly, would be high enough to be good, earnest money; it 
might need to be higher. 

Mr. Turner. I think Mr. Rossotti and I talked one time about 
the effect of requiring a bond by those, and perhaps a bond could 
cover a much larger amount of unpaid liability. Not knowing any- 
thing about the potential market for that kind of proposal, I don’t 
know what the bond could cost an employer, but obviously we need 
something to make some inroads on the large amount of unpaid 
payroll taxes. 

Mr. Rogers. To some extent, though, one of the problems is the 
number of outfits that go out of business. The bankruptcy laws in 
this country are such that there is a limit on what you can get back 
from a bankrupt company. So there is going to be a residue along 
the way of a loss on payroll taxes; and especially for Social Secu- 
rity, I think the issue is, how do the country and the government 
ensure against that? 

As was said earlier, I don’t view this as a subsidy, but sort of 
a self-insurance program that the government has put in place to 
make sure that this very important account. Social Security, is 
kept whole. 

Mr. Kutz. Congressman Turner, let me just mention one thing 
on this. 

As you may recall from our hearing last summer, the individuals 
and businesses that we are talking about here, that don’t pay pay- 
roll taxes, many times are receiving other Federal benefits, such as 
SBA loans. Navy contracts, et cetera. So that is another issue. It 
is even worse than just not paying the taxes, that these same indi- 
viduals and businesses are benefiting from other programs within 
the Federal Government, which is another issue that needs to be 
looked at. 

Mr. Turner. I just have the feeling that there are probably some 
solutions here that both of you could help us fashion, as long as 
they weren’t unduly burdensome on the business community. It 
seems to be an area we should pursue. After all, we are talking 
about taxes, half of which are actually the funds that belong to the 
employees who work for those businesses; so it doesn’t seem to me 
to be totally unreasonable for us to have some — at least a little bit 
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stronger enforcement ability to collect those moneys that actually 
belong, at least half of it, to those employees. 

I want to pursue a little different line of questioning and per- 
haps, Mr. Rogers, you could help me on this. I understand that Sec- 
retary Summers has embarked upon an examination of corporate 
tax shelters; and I don’t know if the GAO audit in any way touched 
upon that subject, but is it true — at least it seems to be what I 
have read recently in press reports — that corporate income tax rev- 
enues to the IRS are down? 

Mr. Rogers. Yes. I am not sure of the figures, but I think they 
have dropped from 26 percent of their corporate income to, I be- 
lieve the figure is 22 percent over the past few years; but we would 
have to get the exact figures for you. That is in the face of the per- 
centage payment by individuals going up. They are going in dif- 
ferent directions. 

Mr. Turner. So the fact that the percentage of total collections 
by corporate entities is down from 26 to 22 doesn’t mean that the 
actual total dollar collections by corporate taxpayers is down? 

Mr. Rogers. I don’t think so, but I think the rise in the economy 
and the total tax collections is lifting everything, even though the 
proportions have changed. 

Mr. Turner. It was disturbing when I read that article in the 
sense that we all have the impression that the economy is booming, 
and you would certainly think corporate income tax payments 
would be on the rise, as are individual tax payments, as a result 
of the good economy. So it was somewhat troublesome to me to see 
that. 

It seems to me to address maybe a broader problem that I would 
expect you to have an opinion on, and that is this issue of whether 
or not many of the problems that we are hearing about today can 
be traced back to the complexity of the Internal Revenue Code, 
which every year that passes in our efforts here in Congress to pro- 
vide additional provisions to, in many cases, induce good conduct 
by our taxpayers, we have new provisions that taxpayers have to 
deal with and the IRS has to deal with. 

I would be interested in your view as to whether or not much of 
the difficulty you face in administering your agency could be traced 
back to the very complexity of the Code itself, and thus, the issue 
could be raised of whether or not we should be talking more about 
simplicity or simplifying the Code. 

Mr. Rogers. I am not sure I am ready to give an opinion on sim- 
plifying yet, but I think we can state the facts here. 

The comparison, the analogy has been made that the Internal 
Revenue Code, in words, is larger than the Bible. I think that the 
number of changes in the last couple of years with the reform act 
amounts to 800 law changes in the Code. In an agency that is try- 
ing to collect taxes and implement that number, that magnitude of 
changes, it obviously makes it difficult. 

I recall that you said that you still do your own taxes, as I do 
myself, and even from a personal standpoint, this is something that 
is pretty daunting. I feel like I am pretty well informed on it. 

So I think the complexity affects everybody. It affects the admin- 
istrative apparatus of an agency like this. We have to deal with a 
very large economy, with a lot of people, a lot of activity going on; 
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and the changes and the complexity make it very difficult. There 
is no doubt about it. I think at this point, though, I am really not 
prepared to speak to whether we need some broad simplification or 
something of that sort. I think this is an issue that is much broad- 
er and greater than I am prepared to deal with today. 

Mr. Horn. I have given you your opening statement time. Go 
ahead. 

Mr. Turner. Thank you. 

Let me just ask as a followup. The problem that Secretary Sum- 
mers is wanting to address in terms of the increasing utilization 
of tax shelters by the corporate community, isn’t that a direct re- 
flection of the fact that the Code has become so complex that the 
corporate community and their tax advisors and attorneys are 
doing things that really you in the Internal Revenue Service don’t 
have the ability to even look at to determine whether or not they 
are complying with the law or not? 

Mr. Rogers. Well, I think the identification of this problem is a 
result of looking at these tax shelters, and the examination of large 
companies like this. I mean, I am going to ask Mr. Dalrymple to 
help me here in a minute; but I think that the companies would 
say that the tax system exists, it is there, and that they are enti- 
tled really to look at it and use it to their proper benefit. 

I think the issue that is in debate right now is whether or not 
some of the companies may have pushed that limit a bit beyond 
good practice; and that is what Mr. Summers has been taking on 
as an issue and has been discussing here on the Hill. 

Mr. Horn. Mr. Dalrymple, do you want to add to that? 

Mr. Dalrymple. The only thing I would add is that what Mr. 
Summers has been talking about, of course, is abusive tax shelters; 
because tax shelters, in and of themselves, there is nothing wrong 
with them. Everyone shelters their income legally and should, be- 
cause that is what the law is all about. But the real issue is wheth- 
er there is a real economic base or economic reality to the trans- 
actions. 

As Mr. Rogers correctly stated, we have uncovered these through 
examination. They are very, very complex issues when we uncover 
them. They take a tremendous amount of effort to uncover them. 
The idea behind the regulations, of course, is to ensure that these 
shelters are identified as the returns are being filed by the tax- 
payers, so that they are easily identified and they are returned 
and, therefore, are sort of basically an open book policy. 

Mr. Horn. Well, I thank the gentleman for those additional facts. 
I just thought that maybe we ought to have only a “last year” for 
every Presidential term, and then they finally get around to doing 
the right thing. So the first 3 years, they milk the cow for elections 
and then the last year they do the public interest. So I am all for 
having maybe 4 last years for everybody from now on. 

The vice chairman, the gentlewoman from Illinois, Mrs. Biggert, 
5 minutes. 

Mrs. Biggert. Thank you, Mr. Chairman. If I might also ask 
unanimous consent to put my opening statement into the record. 

Mr. Horn. It will go right after Mr. Turner’s, and we will give 
you some additional time on questioning. 

Mrs. Biggert. Thank you. My first question is for Mr. Kutz. 
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What we have been debating in Congress over the past few 
months has been the issue of privacy. I wanted just to ask about 
that. Certainly, there is sensitive information about an individual 
in the IRS. I am wondering whether, since the management prac- 
tices, is there any compromising of that information? 

I am disturbed by reports stating that the IRS is lax in protect- 
ing sensitive taxpayer information. Do you agree with that con- 
cern? Is that a concern? 

Mr. Kutz. Yes, it is a concern in two areas. No. 1, the area of 
computer security which — as Mr. Rogers said earlier, IRS has a 
very proactive program in that area where they go out and do self- 
assessments and identify various computer security issues. They 
still have a lot of challenges in that area to resolve. 

The issue we are most concerned about at this point is the delay 
in the responses of the fingerprint checks where employees are 
going into the service centers and handling taxpayer data, checks, 
cash, and various other information before IRS receives the finger- 
print results back. What has been found in the past and what we 
have reported is that some of these various individuals have stolen 
information and committed fraud with it. So we are very con- 
cerned. 

We believe that the IRS policy should be that these individuals 
should not be allowed into the service centers or anywhere else to 
handle this information until satisfactory results of fingerprint 
checks are received. 

Mrs. Biggert. Thank you. Do you think that there is any need 
for congressional action on this issue? 

Mr. Kutz. That is pretty much a management issue in our view, 
and I think it is something that IRS should be able to address and 
get around the various administrative issues they have in actually 
implementing it. I think last year we had this same discussion be- 
fore this subcommittee, and IRS was going to have that problem 
solved by last summer, and they don’t have it solved at this point 
as far as we have seen. It is something that needs to be done. 

Not only do they have electronic fingerprint issues, and then they 
have basically the ink blot at some locations that they are still 
using for fingerprint checks. I think that both of those issues need 
to be streamlined before employees are allowed to go into service 
centers and handle this information. 

Mrs. Biggert. Mr. Rogers, I assume that you spoke about this 
during your testimony, but I am sorry I missed it, if you could just 
comment briefly on that. 

Mr. Rogers. I am going to ask Mr. Dalrymple to answer this 
question. This is strictly an operational and management issue. 

Mr. Dalrymple. I believe it was 3 years ago actually, and this 
is part of a much broader context in terms of security, physical se- 
curity, at our service centers in which the GAO was very helpful 
in terms of pointing out some specific issues that we needed to ad- 
dress. As you talk about privacy and access to confidential informa- 
tion, very confidential information, sensitive confidential informa- 
tion, I believe 3 years ago most of our controversy at the time was 
around browsing that we had by employees; and we have solved 
that problem. 
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In addition to that, the GAO pointed out other deficiencies that 
we have also addressed, and I think they would he Johnny-on-the- 
spot to say that we have addressed a number of the physical secu- 
rity issues. We have taken the ability for people to take handbags 
and hats and things into processing areas; we have put lockers out- 
side of those areas so that people have to put their personal belong- 
ings in there so that they can’t easily take checks or other confiden- 
tial information out of those areas. 

In addition to that, we had a process in place prior to that audit 
where our background investigations took so long that by the time 
our — most of these are temporary employees that come in during 
our filing season. By the time our background investigations came 
back, the employees were actually off roll, they were no longer 
working for us. 

Now we have an arrangement with the FBI where we get data 
back where there are no hits within 3 days, and on average, we are 
getting information back within 8 days. Our current policy is not 
to have those folks, until their background investigations are com- 
pleted, be in our remittance processing organization or our receipt 
and control organization. 

Now, what I will say is that during our very peak days, 2 or 3 
days where we have tremendous amounts of mail coming in, and 
we are recruiting and hiring right up through April 15th, 17th, 
18th, when tremendous amounts of mail come in, we do have to 
make some decisions on whether or not we are going to make — get 
the mail open and get deposits in the bank on a timely basis, or 
not. And a lot of that depends on how many people are available, 
how many hands. 

So what I am saying here is that I can’t completely commit that 
we wouldn’t have to use some people who we don’t have the checks 
back from; but the bottom line is, we get the checks back in time 
to find out whether or not we have people with a record and that 
we can take action before they have left our rolls. 

Mrs. Biggert. Do you think that 3 days for fingerprints or 8 
days for completion of a background check is soon enough? I mean, 
we certainly have been able to do that faster with criminals now, 
with the instant background or the instant check. 

Mr. Dalrymple. Well, these are the instant checks that we are 
getting through the FBI now. So I am not sure that we can cut that 
timeframe any closer, although frankly, we are trying to do — espe- 
cially on the cases where we have hits for the 8 days. I think, get- 
ting them back within 3 days doesn’t pose too much problem be- 
cause the training and orientation that goes on when you hire a 
new employer takes 1 day, and getting the information back within 
3 allows us to productively employ them before we put them into 
sensitive areas. 

Mrs. Biggert. Just changing gears a little bit, Mr. Rogers, some 
of my constituents who work for the IRS have contacted me in re- 
cent months about the agency and the working environment, and 
I think this is all part of what has been happening. They say that 
really the morale of the IRS is declining due to the recent well, con- 
gressional reforms, is the way they put it. I don’t know if it is the 
reforms, but trying to change the practices or whatever. 



56 


Have these concerns been raised to you? Do you see a situation 
where people are down, so to speak? 

Mr. Rogers. Well, I don’t know about down. I think Commis- 
sioner Rossotti has spoken to this issue on several occasions and 
perhaps before this subcommittee. The agency is undergoing mas- 
sive change, and the reorganization, the restructuring, is a big one. 
It is an incredible change in government circles about the way this 
agency does business. And moving from the traditional regional/ter- 
ritorial kinds of organizations to functional groups like this is al- 
most unprecedented. It is a change, I think, which the Commis- 
sioner endorses and which the Congress has asked the agency to 
undertake. When you have that kind of change, I think it is inevi- 
table that people are going to be very concerned. 

There is also the overlay of the 10 issues that were in the Reform 
Act, and the concern that people have had that they might be fired. 
I mean, those 10 issues, it moves personnel actions away from the 
traditional civil service system of appeals and safeguards to one of 
dismissal without review, except by one person. That is a major 
change as well. 

I think the implementation of those provisions, however, has 
been done correctly and clearly employs “must knowingly violate” 
these things; and if you look at the issues there, if an employee had 
knowingly violated them, they would have been terminated pre- 
viously. 

But until everyone gets comfortable with this new environment, 
I think there will be concern. It is a big change that is going on, 
and this overlay I think clearly will create concern on the part of 
any rational employee. But I don’t think — you know, you look at 
the record here this year, again, all of the forms went out, the 
taxes got collected. 

You know, there are issues on the margin that we need to deal 
with in the under-reporting and the taxes that haven’t been col- 
lected. But in fact, the agency did achieve its basic purpose; it got 
the money in, got it reported on, and as the GAO said, that part 
of the agency’s financial statement received an unqualified opinion, 
which I think is a tribute to people who are working in the place 
under these conditions. 

Mrs. Biggert. Mr. Kutz, have you seen any changes in the envi- 
ronment since the reforms or your investigations? 

Mr. Kutz. I would say overall that many of the people are very 
inspired by the Commissioner, I would say the new Commis- 
sioner — I guess he is not that new anymore. But the one area, we 
talked to enforcement and collections people across the country as 
to the payroll tax work we did for you last summer — and we testi- 
fied before you last summer — and I think we found and heard a 
change in the culture and atmosphere within some of the people in 
the collections and enforcement area where “enforcement” was kind 
of — almost a bad word to some extent. 

We did find an example of a case this year that I will have Mr. 
Sebastian — just to give you an idea of the kind of environment that 
you may be dealing with at this point. 

Mr. Sebastian. This was actually an unpaid payroll tax case 
where the business had accumulated a number of quarters of delin- 
quent taxes. The IRS had actually assessed several officers a trust 
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fund recovery penalty for the employee-withheld but unremitted 
amount. One particular officer had a total unpaid tax assessment 
of $4 million. The IRS had actually exhausted all other attempts 
at collection and had seized a condominium owned by this tax- 
payer. 

Exactly 1 day prior to auction, the property was pulled from the 
potential sale and later released and returned back to the then de- 
ceased taxpayer’s spouse. The indications in the revenue officer 
case files were that the IRS did not want to have an “open seizure” 
on an internal control report. 

In our report, we characterized this as “no reasonable expla- 
nation” because the truth of the matter is, aside from the expla- 
nation I have just given you, there is nothing in the case file that 
would indicate why the IRS didn’t go forward and sell this prop- 
erty. 

Mrs. Biggert. So that was just written up as a loss then? 

Mr. Sebastian. At the end of the day, yes. 

Mr. Kutz. That was revenue that the Federal Government would 
have otherwise collected had the seizure gone through. 

Mrs. Biggert. Thank you, Mr. Chairman. 

Mr. Horn. I will now yield myself 5 minutes and maybe a couple 
more to equal both of you. 

Getting back to that Social Security situation, on page 31 you 
talk about how the Federal Government’s general fund revenue 
subsidized the Social Security and Hospital Insurance Trust Funds. 
A lot of us thought Social Security was subsidizing everybody else 
with Presidents, both Democratic and Republican. Where is that 
money coming from in the general revenue into the Social Security 
Trust Fund? 

Mr. Kutz. I will let Mr. Sebastian handle that one. This is his 
area. 

Mr. Sebastian. Well, essentially, I think we have probably gone 
through this in prior sessions. All revenues that are collected are 
initially going into the General Revenue Fund of the U.S. Govern- 
ment, where they are then distributed into the various trust funds 
such as Social Security and Hospital Insurance. The distribution, 
the initial distributions to the Social Security and Hospital Insur- 
ance Trust Funds are based on estimates of wage information that 
is conducted by the Social Security Administration’s Office of the 
Chief Actuary. Roughly 9 to 12 months after that initial distribu- 
tion, when actual wage information is obtained by both the Social 
Security Administration and the Internal Revenue Service, the So- 
cial Security Administration Commissioner will certify based on 
that wage information the amounts that should have been trans- 
ferred into the Social Security and Hospital Insurance Trust 
Funds. The Treasury’s financial management service will affect any 
adjustments needed. 

So the bottom line is, the revenue is coming in throughout the 
course of the year. It is initially being distributed based on esti- 
mates, but at the end of the day, it is being adjusted for the wage 
information. There is really no relationship between that and the 
amounts that are actually collected for Social Security and Hospital 
Insurance. In fact, the IRS currently doesn’t have a mechanism for 
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measuring the actual amounts that are collected for Social Security 
and Hospital Insurance taxes. 

Mr. Kutz. So to the extent you have unpaid payroll taxes, that 
is where you have a subsidy to the Social Security and possible 
Medical Insurance Trust Funds. 

Mr. Horn. How many billions of dollars in subsidies from tax- 
payers are generally put into the Social Security Trust Fund? 

Mr. Sebastian. Are you talking about on an annual basis? Be- 
cause the number that we actually present here is cumulative, with 
some caveats; there are some expired accounts that are not consid- 
ered. But roughly it would probably be a couple of billion dollars 
a year. 

Mr. Horn. Just a couple of billion? 

Mr. Sebastian. A couple of billion a year. 

Mr. Horn. You are saying it is chicken feed then? 

Mr. Sebastian. Over time it adds up. 

Mr. Kutz. On an annual basis, yes. Several billion, probably. 

Mr. Horn. Since I sit on the Transportation Committee, let me 
ask you about the Airport Improvement Fund and about the Inter- 
state Highway Fund. Do they have that subsidy also from the tax- 
payers? 

Mr. Sebastian. A different situation there in that, by law, the 
Highway, Airport and Airway Trust Funds receive distribution 
based on actual revenue collected. The IRS has the same problem 
there in that, as receipts are being paid over the course of any 
given quarter, the IRS cannot attribute a receipt with a specific 
type of tax. So, initially, excise tax receipts are distributed into the 
various trust funds based on an estimation process done by Treas- 
ury’s Office of Tax Analysis. 

Roughly 6 months after any given quarter as the IRS receives 
and processes tax returns, it matches tax return information 
against the actual collections for those taxes, and using the tax re- 
turn, the IRS certifies the amounts that should have been distrib- 
uted to the trust funds based on type of tax. It is really not until 
they process the tax return that they can equate the dollar col- 
lected to the specific tax type. Even then, it is still somewhat an 
estimation process. 

Mr. Kutz. But it is an estimate of what is collected, not what 
should have been collected. 

Actually, I have the information. The Highway Trust Fund re- 
ceived $39.3 billion during fiscal year 1999, and we did audit work 
on that for the Transportation Inspector General. The Airport and 
Airway Trust Fund received $10.4 billion during fiscal year 1999. 
Again, this is for all of the various types of taxes. With the High- 
way, there are 16 different taxes that go into that trust fund, and 
with the Airport and Airway there are six different taxes that go 
in. 

Mr. Horn. Well, does GAO have any recommendations that 
would make this more accurate than having estimators? I still 
don’t see in this age when a gasoline station is deducting the pay 
and it is going into a huge corporation, the thousands of stations 
that might be under, say. Chevron or Mobil or Texaco, and they are 
going to send on whatever basis — quarterly or monthly, I have for- 
gotten how that is handled by IRS — ^but it just seems to me with 
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that you have so many cents off the gallon, that is to go into the 
Federal Treasury and into the trust fund, and the same with when 
I fly on my little trip every other week to California, I have a little 
excise tax when I land at certain airports. So that, it seems to me, 
can automatically be put into right fund and you don’t need an es- 
timator. 

Mr. Kutz. You would have to require the taxpayer when the 
money comes in to tell the IRS basically what each piece of the de- 
posit is for. The money comes in in a bulk amount for excise taxes 
and the payroll taxes, and you would have to have them report up 
front. 

What you could probably do is, at the back end, relieve some of 
the other requirements that they have, such as the quarterly fil- 
ings. You maybe could have them file annually their payroll taxes 
and excise taxes; if you required them to tell you every 2 weeks — 
because they make deposits every 2 weeks, the big companies, if 
they were to tell you every 2 weeks how many dollars of each de- 
posit goes where. 

I don’t know if Mr. Rogers has anything to add to that, because 
the IRS actually has done a study last year where they looked at 
this issue. 

Mr. Horn. What did they find, Mr. Rogers, when they looked at 
the issue? Here you have a bunch of people we are paying salaries 
to called estimators, Ph.D.s in economics from the Ivy League, I as- 
sume. We don’t need that. Why do we? Why don’t we just get it 
accurately from the person that is deducting the money and ship- 
ping it to you? 

Mr. Rogers. It would shift the burden to taxpayers to provide 
more information at this point, the way the tax structure is set up. 
But the process here is one of doing an estimation, and there are 
not many people that do it. I am going to guess maybe 4 or 5 or 
6 people in our office; this is not a big operation. The estimates ba- 
sically allocate the money at the outset, and then you correct it 
when the tax returns come in each quarter. 

When you have an income stream, having an estimate and an 
adjustment like this is not, in and of itself, dangerous. I mean, it 
is something that, as you go along, might be the most efficient way 
to do it, as opposed to putting more burden on taxpayers. They 
come in, and the emphasis here is on collecting the money. People 
who run weekly payrolls provide money every week, people who do 
biweekly, every 2 weeks; and that money is coming in, it is in the 
government’s hands and it is available for the government to draw 
interest on, so that you have it in hand. I mean, that is what with- 
holding is about and that is what these quarterly payments are 
about. 

So the emphasis has been, over time, get the money, get it in cir- 
culation and have the government get the interest on it, and then 
adjust as the returns come in quarterly; and I don’t know — the 
study shows it would be a burden and my guess is that employers 
might resist it. 

Mr. Horn. Might resist? You mean we would have tax resist- 
ance? 

Mr. Rogers. No. Having a change in the tax. 
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Mr. Horn. Believe me, we would have it if Bierdly Rummel 
hadn’t dreamed up withholding. This country wouldn’t he past 2 
percent when you get to the end of the year, there would he a tax 
revolt from one end to the other. 

Mr. Rogers. Well, again, that is the emphasis that Congress put 
on it is to get the money to pay as you go, and that part of it I 
think is working very well. 

Mr. Horn. Well, I only wish the taxpayer, when IRS is wrong, 
would get their amount back with interest. Now, have we adjusted 
that? 

Mr. Rogers. Yes. There is a 45-day requirement that we make 
refunds and after the 45 days, then we begin to pay interest on it. 
I think there has been discussion about that before, and the man- 
date to get the refunds out in time so that people who are owed 
them don’t suffer by having them kept here. 

Mr. Horn. Last year, as I remember, we had some felons that 
had been hired by IRS, and this gets back to the security issue. 
Here you have, as I understand it, you have where the money flows 
into these service centers, we have surrounding fences, security 
guards, metal detectors, yet GAO reported that someone somehow 
was able not only to get into the service center, he was handed a 
$28 million deposit without even asking for identification, just be- 
cause he was wearing a courier uniform, even though the security 
guards and the staff that handed him the deposit didn’t know him. 
How could something like that happen? 

Mr. Dalrymple. Well, it shouldn’t have happened like that. They 
should have asked for his identification when he came in. That is 
the procedure. 

But what happened was exactly the way he described it. He 
came in in the courier uniform of the courier that picks up depos- 
its, he was an employee of the courier, he came in in the courier 
vehicle; he parked where he was told to park, where the couriers 
are always asked to park; he went in, he got the receipts as the 
couriers are supposed to do; and he left. What they did not do is 
they did not confirm his employment with that courier, and they 
should have done that. 

Mr. Kutz. This gets into the issue of how difficult it is to enforce 
policies at the IRS. You have so many offices around the country 
that IRS can have certain policies in place, but it is very difficult 
to enforce them across the board. I know Mr. Dalrymple knows 
how difficult that is for the IRS. 

Mr. Horn. Mr. Turner. 

Mr. Turner. Mr. Rogers, back on the subject of simplification of 
the Tax Code, does the IRS have a computer model in place that 
would give the Congress access to the type of information one 
would need if you seriously wanted to go about the task of trying 
to simplify the Tax Code? For example, if Congress wanted to take 
a look at how many taxpayers are utilizing a deduction for edu- 
cational expenses that the Congress has in the law and we want 
to see how many people are using it, what is the revenue loss as 
a result of people using it, do you have the ability to turn around 
that kind of information quickly? 

Mr. Rogers. I don’t think there is a model of the type that I 
think I hear you conceiving of, where you have everything set up 
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and you could just change a variable and it would give you a new 
answer. There is not a model of that sort, I am confident in saying. 

However, one of the things that IRS does traditionally is analyze 
proposals that are made and provide information of what the im- 
pact would be one way or the other. I think that were there some 
specific suggestions of that sort, that the agency could respond with 
studies or analyses of what they would consider the impact to be. 

Mr. Turner. So you routinely do analyses of proposals, but in 
terms of just looking back and seeing how a certain deduction is 
being utilized, who is utilizing, what income categories of taxpayers 
are utilizing that deduction, those kinds of things you really do not 
have the ability to provide that kind of information? 

Mr. Dalrymple. We actually do quite a bit of that through our 
Statistics of Income Division in conjunction with the Office of Tax 
Analysis at the Treasury Department and in conjunction with the 
Joint Committee on Taxation here on the Hill. By no means is it 
every item, but there is a great deal of work done every year on 
particular items, specifically around credits, what they have done, 
how they have been used, what the impact has been. 

So as Mr. Rogers said, it is more specific than general, but there 
is quite a bit of that work that is done. 

Mr. Turner. If we were to undertake seriously a project to sim- 
plify the Tax Code — and of course you know in the House there 
was a bill that passed that would sunset the Tax Code, thus forcing 
a complete review of the Code — would there be suggestions that 
you would make to the Congress in terms of getting the data in 
better shape for that kind of an analysis than we have today? 
Would there be things that would need to be done prior to a serious 
review of the Tax Code? 

Mr. Rogers. I think it really depends on the nature of the pro- 
posals. Sort of “simplifying” is kind of an attractive word, but as 
we were talking about earlier, this is a huge undertaking. I think 
it would really depend on the nature of the proposals to be able to 
react to something like that. This is a hard area. 

Mr. Turner. I guess my concern is that as we hear these reports 
from the GAO about the difficulties that the IRS has in administer- 
ing the Code, the difficulties in collection, we hear reports from 
Secretary Summers about perhaps the stretching of the utilization 
of tax shelters, you know, it seems to me that we are going to come 
to the point where the general public begins to sense that there are 
a lot of folks that are not paying their fair share. And as we all 
know, the ability to collect taxes is based, in large part, on the 
basic honesty of the American people right now; their willingness 
to try to comply is critical. 

I am concerned that, over time, we are seeing an erosion of the 
public’s confidence in that. Unfortunately, I think from time to 
time the Congress contributes to that with their own rhetoric, but 
it does seem to me, after reading this GAO report, that there are 
many things that certainly would cause a taxpayer to lose con- 
fidence in the collection agency and would contribute to one’s gen- 
eral sense that perhaps some other folks aren’t paying their fair 
share and, therefore, I don’t think I ought to have to pay all of 
mine. At some point, it seems to me that we are going to have to 
try to deal with that, do something about that. 
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Now, you have watched this a lot longer than I have, Mr. Rogers, 
and maybe you would disagree with me and not be concerned about 
that; and I would be interested in your observations. 

Mr. Rogers. No, sir, Mr. Congressman. I am concerned about it, 
but I think that we — if you look at the GAO report, it sort of 
breaks down into some financial issues and some management 
issues. In my estimation, most of the management issues in here 
are things that this agency can control over the longer run, or even 
the shorter run. I mean, the whole issue of couriers and talking 
about that — that went wrong and it shouldn’t have — and I hope — 
you know, we can say that the guards have been dealt with, 
trained and retrained. So when you sort of split this and look, we 
didn’t pay some bills, this sort of thing; but when you look at tax 
collection, you are right. 

I mean, it is amazing. I was looking at some data today before 
we came up here, and 180 days past the point at which taxes are 
due the outstanding tax liability that is unpaid is less than 1 per- 
cent on personal income taxes. I mean, people do comply, and what 
we are looking at is the difference in trying to pinpoint those issues 
that deal with collection. 

The subsidy issue that has been raised by the GAO, the $43 bil- 
lion that is subsidizing Social Security, well, that is a 10-year accu- 
mulation; so on average, it is $4.3 billion a year, and 65 percent 
of that, the penalties and interest. The taxes are quite small that 
people didn’t pay. 

So we get focused, you know, on this, and we miss the bigger 
piece, which is this system is working pretty well and people do 
come up here and people — tax shelters, I mean the Secretary is 
concerned about that, so there is a situation where people are not 
doing everything they should. We ought to do something about it; 
I think you are right. 

In fairness to everybody in this country, everybody ought to be 
paying their taxes. But the system is working pretty well now, and 
I think when we look at these isolated instances, we lose sight of 
that, frankly. 

Mr. Kutz. Congressman, let me mention one thing with respect 
to that, because I think the issue is even bigger than what Mr. 
Rogers said, because what we are talking about with — the $231 bil- 
lion in unpaid taxes, for example, is what IRS knows about. There 
is still the issue of the remainder of the tax gap out there, which 
includes the underground cash economy, illegal activities, et cetera; 
and that is something that IRS, GAO and nobody really knows how 
substantial that is. But that is also a consideration in what you are 
talking about. 

Mr. Turner. It certainly is. 

Thank you, Mr. Chairman. 

Mr. Horn. The gentlewoman from Illinois, Mrs. Biggert. 

Mrs. Biggert. Thank you, Mr. Chairman. 

Along this line, but just going back to focus on the $23 billion 
of taxes owed, Mr. Kutz, could you talk a little bit more about the 
collectibility of these dollars and about the issue of that amount of 
money? 

Mr. Kutz. Yes, I can. In the inventory of unpaid assessments at 
September 30, 1999, there is $231 billion of total unpaid taxes. Of 
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that, there are pieces called write-offs, there are pieces called com- 
pliance assessments, and then there are the gross and net taxes re- 
ceivable. 

What you see up on the poster board to my right are the taxes 
receivable for fiscal years 1999 and 1998, and those are accounts 
that either the taxpayers acknowledge that they owe, or the IRS 
has a favorable ruling that a taxpayer owes the amount; and you 
will see there the actual collectibility rates of, and I guess 32 per- 
cent and 27 percent. 

So that is the amount of collectible out of the actual receivables 
amount. 

The write-off amounts that we are talking about are primarily 
failed businesses, individuals who have passed away with no es- 
tate, et cetera. So those are the ones that don’t have a whole lot 
of collectibility. But what really is on the table as unpaid taxes that 
IRS has a chance to collect, what you see on the poster board is 
what really is most likely to have some potential down the road. 

Mrs. Biggert. Thank you. Mr. Rogers, in your testimony you 
stated that the IRS is not able to pursue all of the cases, and that 
the IRS thought it was a necessary and sound business decision to 
modify its criteria as to which assessments would be designated as 
uncollectible. Could you explain how you came up with that deci- 
sion? 

Mr. Rogers. Yes, ma’am, and I am going to ask Mr. Dalrymple 
to help me in a moment. One of the things I would like to do is 
put this a little bit in perspective. 

The $77 billion is basically a 10-year accumulation. I think it is 
not unfair to average this, and you are really talking about $7.7 
billion per year in a system that collects this year $1.9 trillion. So 
if you look at this as land of a corporate enterprise, any corporation 
of this size and not knowing who its customers are and whether 
they are creditworthy or not is going to have some loss in collecting 
its bills. 

So when you begin to analyze that and decide where you are 
going to put your effort with an agency that, by and large, still is 
working full out, you do have to make some decisions like this. And 
we have done that, and John will walk you through how we do 
that. 

Mr. Dalrymple. We have prioritized work for as long as I have 
been with the Service, and I have been with the Service for 25 
years in terms of our collection work and what has been described 
in the GAO report is the prioritization of our work. It is clear that 
with the resources we have to work collection accounts, there is a 
certain amount of work that we would do in particular ways, such 
as through our notice activities, through our automated 
collectionsites, and then eventually through our field activities. 

We have a system in place that is somewhat risk-based, so that 
it is certainly not where we want to go with the risk-based collec- 
tion activity. But the bottom line is, we do some risk analysis on 
this inventory and we determine whether or not it is worth our 
pursuing with the resources we have available to go after that par- 
ticular account. In these instances, we felt that it was not; that 
there were other higher-priority types of work. 
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In business trust fund cases, a perfect example, we wanted to 
give those a very high priority. So we have determined these cases 
to not be collectible at this time. They are currently not collectible, 
which does not mean they are not collectible. It means we put them 
in a suspense account. We systemically monitor them. Any offsets 
to refunds would be taken against these accounts. Liens are filed 
on some of the accounts, depending on the value of them. Again, 
taxpayers who want to extinguish the lien have to come back and 
satisfy the liability. There are a number of systemic things that 
happen on these accounts. 

So when we say “currently not collectible,” that is exactly wheth- 
er we mean, as opposed to — as Mr. Kutz referred to earlier, these 
are not considered write-offs at this point. 

Mrs. Biggert. Mr. Kutz, it seems to me that some of this might 
be a case of lost opportunity, and particularly after hearing from 
Mr. Sebastian of a case that was written off the day before the end 
of the year so that it won’t show up. What do you think about that? 

Mr. Kutz. Well, these are lost opportunities in many ways. The 
$2.4 billion that Mr. Dalrymple was talking about that was taken 
from the collection inventory had some potential collectibility. The 
$10 billion of potential unreported taxes due, that IRS was unable 
to pursue, had potential to be collected to some extent. 

They also do a matching program for, I guess it is called a “com- 
bined annual wage reporting program,” and they get $600,000 or 
so discrepancies in that program and that program has not been 
funded and they haven’t done anything with those 600,000 
matches, so there is potential there. 

There are also the cases like the doctor case that I gave you in 
my opening statement that are sitting in the inventory as unas- 
signed case, that are not being worked; and that was clearly an in- 
dividual that has the means to pay the taxes due. 

So I think that there is a substantial number of opportunities. 
As Mr. Rogers said, if you look at the bigger picture and say 1.9 
trillion, it is not significant compared to that, but are billions or 
tens of billions of dollars significant? Yes, I think so. 

Mrs. Biggert. Since it becomes a trillion, I guess the saying 
goes 

Mr. Dalrymple. Congresswoman, if I could address this particu- 
lar case, since it has come up a couple of times here, it is — when 
I saw this case, I decided to personally look into this, because I was 
somewhat concerned about the report; and as it turns out, this case 
was a case with a clouded title, and that is why the case did not 
go to auction. Our counsel actually advised against selling this 
asset at auction and advised the manager of that. So there was 
very good reason that this case didn’t go to auction. 

Mrs. Biggert. It had a clouded title over and above some of the 
tax problems? 

Mr. Dalrymple. Exactly, exactly. 

Mrs. Biggert. Do you know what that was? 

Mr. Dalrymple. I really can’t get into the specifics of that here, 
but suffice it to say that there was a clouded title on this case. 

Mrs. Biggert. Thank you. 

Thank you, Mr. Chairman. 

Mr. Horn. Was there political intrusion at all on that case? 
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Mr. Dalrymple. No, there was not. 

Mr. Horn. So nothing in the files? 

Mr. Dalrymple. Not that I have seen. 

Mr. Horn. OK. The predecessor to Mr. Rossotti as Commissioner 
and I had a discussion in probably early 1995, and I looked at the 
$100 billion sitting around that was not being collected, and she 
then said, oh, I have another $60 billion which could be collected. 
I must say when I look at that receivable for 1999 and we have 
$21 billion collectible and we have $56 billion uncollectible, I ask 
myself, is any of that, the $60 billion she talked about in 1995 and 
the $100 billion they were just letting go. It just seems to me, as 
I told her, it was a national scandal as far as I am concerned. 

Then we had the Debt Collection Act in 1996. It doesn’t really 
apply to the IRS, right? 

Mr. Dalrymple. Actually, it does this year. The taxes are part 
of that effort starting this year. 

Mr. Horn. You make me feel better. As I remember. Secretary 
Rubin did care and did use it, whether it was authorized by him 
or not. 

Mr. Dalrymple. We actually believe that, through your efforts, 
that that is going to be a significant event for us. 

Mr. Horn. Well, that is good. I am glad. That will make me feel 
good. We are going to have an extra panel and you will probably 
be back there again on the debt collection situation. We know that 
there are bankruptcies in there and all the rest of it, but there has 
to be some way that when people in the audience and everywhere 
else across the country are paying their taxes and these people go 
in and out of bankruptcy and it is a pattern and practice, I think 
something ought to be done about it. I think we ought to get that 
money somewhere down the line. 

Does the Treasury have any bright ideas on this? 

Mr. Rogers. I think the one thing I would do, Mr. Chairman, is 
add some analysis about what the receivables look like if you could 
go to the $21 billion. Mr. Chairman, 43 percent of that is the result 
of insolvent corporations. Another 30 percent are financial hardship 
situations where the IRS has pursued collection from an individual 
and has come to the conclusion that there is nothing left there, the 
assets have been seized, they have no income, so there is just no 
reason to keep going. Another 3 percent represent people who are 
deceased, and another 21 percent are actually bankruptcies, and a 
small 3 percent are people that we are unable to locate. 

In other words, while it is sitting there and it looks like you 
could do it, there are really pieces of this that make it difficult to 
do; and I think it goes to the whole issue of collecting this kind of 
debt. 

I was looking this morning before we came up here in trying my- 
self, because I am relatively new to this part of the Treasury De- 
partment, and I was looking and thinking about $1.9 trillion. If you 
have a 1 percent loss in a year of $1.9 trillion, that is $19 billion. 
So these are big amounts, and I think the most important thing 
from my perspective, in going back to Congressman Turner, is the 
whole sense of fairness. That is, while these are relatively small 
figures, I think it is important that the agency be in a position to 
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collect everything that is due, that we fairly do that, and that we 
make that case to the public. 

Mr. Horn. Are we using private collectors to help collect some 
of this? 

Mr. Rogers. No, sir, we are not. I think — as you know, that was 
tried, and I was not here and I can’t speak to it too thoroughly, but 
I think — the Commissioner and I were talking about this again 
yesterday. The view here is that we have to fix this system to get 
to these debts sooner, and that if we go through the process of giv- 
ing the four notices and then the due process that was put in under 
the reform act, the restructuring act of giving it a 30-day due-proc- 
ess notice and a due-process decision, we really are way down the 
stream of time before these debts are really something to be col- 
lected. And if the agency, and even a private collector, could get to 
them in a year or two, that is too late. I think that is what he is 
saying too. 

Mr. Horn. Well, if you are thinking of the private collector pilot 
program, that was the phoniest thing I have ever seen in govern- 
ment. They wanted it to fail. They gave them 5-year-old debt, in- 
stead of getting them in on the act in 30 days, 60 days, whatever. 
And the IRS, at least in 1995, was not in any way organized to col- 
lect anything. 

Mr. Rogers. I think that is the problem that the people in IRS 
face themselves. They are trying to collect that ancient debt, that 
old debt like that; and again, the Commissioner is trying to reform 
the system so that we have a computer system that will let us get 
close to that 6-month period at which the private sector is paying. 
If you let it age more than that, you are going to lose it. But again, 
we are looking at the compliance issue. 

On the margin, the numbers here relative to all of the taxes that 
people pay voluntarily that comes in, that is huge, and yet the com- 
pliance is very high and within 180 days, the outstanding debt is 
less than 1 percent. 

Mr. Horn. When you look at that chart, that compliance isn’t 
very high? 

Mr. Rogers. Yes, sir, but again that is, on average, $7.7 billion 
a year, which is about — it is less than one-half of 1 percent of the 
collections last year. 

Mr. Horn. It is a lot of money. 

Mr. Rogers. It is a lot of money. I don’t want to take away from 
that. But to get enough people and enough money in an agency to 
collect everything down to perfection would make this an extraor- 
dinary expensive agency to run. 

Mr. Horn. Well, I would sure like to see you organized on get- 
ting the notices out, getting some telephone contact, and then if 
that hasn’t worked in a month or two, give them to private people, 
and they will do it if IRS hasn’t been able to do it. Maybe the Com- 
missioner has some new special task force that is doing this some- 
where, but I wish you would take an area where you have had a 
lot of bankruptcy, whatever, and try to track those people. We have 
to put a law on the books, or something, so that they don’t keep 
milking us when everybody else is paying and these jerks are going 
out of business. 
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Well, I wish the Treasury would come in with something on a 
proactive area, not just sort of live with it and say, gee, that is 1 
percent. I don’t care if it is 1 percent, if it is $21 billion, I have 
a concern about it. 

Mr. Rogers. Yes, sir, and you are right. The compliance issue 
here and the fairness issue here is paramount. It is very important. 

Mr. Horn. Well, you know, one of the reasons people pay taxes 
is, they think the IRS really follows this stuff, and now you look 
at that, you wonder who is working over there. I know you dropped 
from 108 to 102. What are you now in total employees, 102,000? 

Mr. Rogers. The 2001 budget request would be about 102,000. 

Mr. Horn. Are we going to get some new agents? 

Mr. Rogers. Yes, sir. The budget request calls for increased staff 
in almost every function, except the information technology, and 
there are funds being requested to improve the computer systems. 

Mr. Horn. It was mentioned that a lot of supervisors left last 
year. Was that just a matter of quality of supervisors, or what led 
to their going? 

Mr. Rogers. I am the one who mentioned that. No, the GAO 
pointed out that there was a management problem in not having 
adequate managers trained to run the accounting shop, if I could 
put it that way. This is a group of about, well, less than 200 people 
out of all of the IRS, and 5 of the top supervisors at one time all 
left and took jobs at the Department of Agriculture. It was to their 
advantage; they saw this as something they needed to do for their 
own personal good. On the other hand, it left IRS in a bit of a 
lurch, so that we had to catch up. 

We had to get people there, get them trained and make sure that 
that part of the agency was working right, and I can report to you 
that it is at this point. But it was a gap. I mean, I think some of 
the issues that GAO ran into last year, and specifically I would 
say, the failure to reconcile the cash balance with FMS, with the 
Treasury Department, is directly attributable to that. And so we 
have overcome it, but that is a singular, isolated incident. 

Mr. Horn. Mr. Kutz, it says, as I recall, that the IRS does run 
some automated matching programs, and I understand they are 
run months after the issuance of tax refunds and they don’t inves- 
tigate all of the taxpayers identified in having underreported tax 
liabilities. Don’t you report — out of the $15 billion identified as po- 
tentially being underreported, the IRS only investigated $5.2 bil- 
lion; is that correct? 

Mr. Kutz. That is correct. And the other $10 billion that you are 
speaking of would not be included in the unpaid taxes. That would 
never have been assessed or followed up on. It would have basically 
been removed from the files or nothing was done with it. 

Mr. Horn. Well, does this basically mean the individuals and 
businesses that are reflected in that 9.8 billion, that they got away 
without paying their fair share of the taxes? 

Mr. Kutz. To the extent that those 9 million individuals, I be- 
lieve, or 10 million — I think it was 9 million actually — really owed 
those taxes and actually underreported income; yes, that is correct. 

Mr. Horn. Well, is that a 1 percent deal, or is that something 
we ought to worry about? 
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Mr. Rogers. I think it is something we would worry about, but 
I think John will tell you that we are trying to pick those cases 
through a winnowing process that are most likely to be the ones 
that we need to do. 

Mr. Dalrymple. I think the numbers were 155 million individual 
tax returns originally filed, and as we looked at those accounts, we 
saw about 12 million that had some potential for running through 
our underreported matching program. We then looked again to de- 
termine what we considered to be the very best cases there, so that 
we wouldn’t be burdening people with letters that we weren’t cer- 
tain would result in — that wouldn’t result in an error on their re- 
turn. 

So we were pretty confident of the 3.1; we went over those, and 
we ran an underreported program there. Again, we do not resource 
the Service to go after every last account. 

Mr. Horn. Well, do you still have them under statutory law 
where you could investigate them on the $9.8 billion that was 
uninvestigated? 

Mr. Dalrymple. Each year we run the same matching program. 
There is a 3-year statute of limitations on how long you can go 
after those, once we screen a particular year and go after the par- 
ticular people in that year. So, for example, the 3 million under- 
reporters that we investigated, the other 9 million that we set 
aside in that year, we do not pursue after that, unless they come 
up for examination — and some of them would — come up for exam- 
ination in a regular examination. Then those issues would be 
raised in that examination, although that would be a very small 
percentage of that 12 million, in total. 

Mr. Horn. I am just thinking of the $9.8 billion. 

Mr. Kutz. Mr. Chairman, one thing I would point out here is 
that it would be useful for IRS to provide to the Congress the kind 
of information that you could make good decisions based on, and 
that would be for every dollar you put looking at these 9.8 million 
individuals that may have underreported their income, what would 
you get back in cash from a governmentwide perspective for that? 
That is the kind of information that you should expect from the 
IRS, but I don’t think you get it at this point, and that is some- 
thing IRS should work on in the future. 

Mr. Horn. Well, this was which fiscal year, Mr. Kutz? 

Mr. Kutz. It was the last fiscal year which they did the under- 
reporting. There is always a delay. It was fiscal 1996, so that was 
the tax year 1996 which they would do the match in late — late 
1997, and probably followup 

Mr. Horn. So the statute of limitations has expired, or what? 

Mr. Dalrymple. It would have expired this year, yes. 

Mr. Horn. It expired this year? Do we still have time? 

Mr. Dalrymple. April 15th of this year they would expire. 

Mr. Horn. Well, not if you did something. You would still do it 
within the 3-year time period. I just wonder, when you have $9.8 
billion that went uninvestigated, I just wonder why we aren’t doing 
something about it. I mean, is somebody afraid that the Portman 
bill, who said smile, but we didn’t say smile on everything. If there 
are tax cheats, let’s go after them. 

Mr. Dalrymple. Absolutely, Mr. Chairman. 
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Mr. Horn. We also reported the Portman bill. So, we are for 
smiling IRS agents too, but I would smile a lot more if I saw that 
$9.8 billion pursued. 

Mr. Dalrymple. Again, as Mr. Kutz pointed out, we have no idea 
whether that $9.1 billion is legitimate underreporting. All we had 
were indications that there may be some question on those particu- 
lar returns. We culled out of the 12 million returns, we culled out 
3 million for investigation. 

Mr. Horn. Mr. Turner. 

Mr. Turner. Mr. Chairman, I know all of us have been asking 
questions based on the GAO report and our other concerns about 
the agency. Perhaps it is appropriate for us to — and I think we all 
agree on this. There is probably no agency that requires more of 
its employees than the IRS; it is a very demanding position at any 
level, and I personally want to commend the agency and its em- 
ployees. I know — the recent legislative changes, I think, have made 
improvements. In each of our offices we deal on almost a daily 
basis with the IRS on behalf of our constituents who have had 
problems and are seeking our help. I have noticed a very positive 
change within the agency as a result of the recent legislation and 
in the leadership of Mr. Rossotti, and I really do believe that we 
owe all of you a debt of gratitude for the commitment and the serv- 
ice that each of you gives from the very top to the very lowest level, 
because it is a very demanding job requiring very special people. 
So we thank you for your service. 

Mr. Rogers. I thank you, Mr. Congressman. And on behalf of 
Mr. Rossotti and all of the IRS employees, we really appreciate 
that. As I said earlier, we are doing everything we can to get bet- 
ter. It is not a lack of desire. 

Mr. Horn. Well, the reason I am high on Commissioner Rossotti 
is that he brings some management skills to that job where there 
had never been any management skills. I don’t have a problem 
with most of the IRS people. I think the problem has been lack of 
management over there, lack of organization, and I think that is 
now happening, and that should make everybody happy, the people 
there and the people here. 

Any other questions, Mrs. Biggert? 

Mrs. Biggert. I guess you all thought that was the end, but I 
do have one further question. 

Mr. Kutz, I recall that last year you had a concern that the prop- 
erty and equipment reported by the IRS could have been materially 
understated, and given the massive increase in property and equip- 
ment reported, that is less than the $200 million in 1998 to $1.3 
billion in 1999. Could you elaborate on what you found in your 
audit? 

Mr. Kutz. Well, what that was is a projection by the IRS using — 
they had some consultants and appraisers that were involved and 
part of it was statistical information and part of it was from other 
information that the IRS put together. But that number — I believe 
it is the $1.3 billion, or somewhat less than that — is an estimate 
of what the balance is on September 30, 1999. As I said in my 
opening statement, the actual underlying problems with the inven- 
tory and the accuracy of it is an issue IRS faces for fiscal year 
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2000. So that number is just a number at a point in time that was 
developed for the purposes of the financial statements. 

Mrs. Biggert. So, Mr. Rogers, I guess you would agree that the 
property had been materially underestimated or — unless you pur- 
chased $1 billion, or your estimate was really pretty far off? 

Mr. Rogers. No, I think you characterize it correctly. The 
records did not show a value at that level, and in government prop- 
erty management, there has been a tendency over time to be more 
concerned about what the article is than what the article costs. 
And so if you go to inventory systems, you will see the item there, 
but there is nothing in the cell that says this is the value of it. As 
a consequence, the value of the property is materially understated, 
as you have observed and as GAO has identified. 

We do believe that the estimate that we derived this year is a 
fairly accurate and reliable estimate and we worked through this 
process with the General Accounting Office overseeing it, in effect, 
or testing it as we went along. 

I think the important thing for us now is to make sure that we 
don’t lose that figure; that is to say, we need to maintain this prop- 
erty level in terms of the accounting systems as we go through this 
year. That is, we need to take every acquisition, value it, every dis- 
posal, value it, so that when we come to the end of fiscal 2000 we 
have a property figure that will reliably tell our stakeholders what 
our property plant and equipment value is. And we intend to do 
that. We have worked out a process to do that during the rest of 
the year, and in the longer run, we will introduce a newer kind of 
automated accounting office to do that. 

Mrs. Biggert. So this property was not subject to theft or any- 
thing, it was just an underestimate? 

Mr. Rogers. It is all there. I mean, if you could see the appraisal 
process that went on, it went to every building. There are 600 
buildings in IRS. The buildings were selected by random, they went 
into floor plans, they drew grids, they picked the grids by random 
collection, they went to that place, they checked if the property was 
there, they went to the books to see and then went back and ad- 
justed it. So it was a fairly — I don’t want to say exhaustive, but 
statistically it was a good process that gives us a good idea of the 
value of the place. 

Yes, it was undervalued; I mean, the property was there, but the 
systems used to account for were simply not used fully to attribute 
the right value to them. 

Mrs. Biggert. But it still was not a check of every piece of prop- 
erty? 

Mr. Rogers. No. It was a statistical evaluation. On the other 
hand, the major portion of the property that is valued is the infor- 
mation systems, the computers. And the Information Service Group 
in IRS has been doing a wall-to-wall, total inventory, front-to-back, 
and book-to-floor and floor-to-book; and that is the preponderance 
of the value of the plant and equipment, and that inventory we 
think will be quite accurate. 

Mrs. Biggert. So this is, actually the IRS has received so much 
money for the tax systems modernization, so that will be tracked 
piece by piece? 
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Mr. Rogers. Yes, but only a small portion of the modernization 
money is directly 

Mrs. Biggert. I meant for the equipment part of it. 

Mr. Rogers. Yes, that is directly related to the equipment. There 
is a fund actually set aside and identified separately for the infor- 
mation technology investment. 

Mrs. Biggert. Do you know how much the IRS has spent already 
on the property and equipment related to the tax systems mod- 
ernization, then? 

Mr. Rogers. No, ma’am, I didn’t come prepared to do that, but 
I could certainly get a figure for you. 

Mrs. Biggert. All right. If you would do that. 

And so you have then tracked all of that property and equip- 
ment? That is not done by an estimate? 

Mr. Rogers. On the information and technology equipment? 
That is correct. 

Mrs. Biggert. Thank you. 

Mr. Horn. We thank you. 

Let me just ask a few closing questions here. I am particularly 
interested in the CFO office for the Treasury. Mr. App, you spoke 
about installing a permanent CFO, as well as strengthening the 
CFO office. Could you sort of elaborate on that, what you have in 
mind, what Treasury has in mind? 

Mr. Apr. Sure. 

Basically, as I mentioned, Mr. Rogers has admirably filled in as 
Acting CFO, but he, as well as the Commissioner and other offi- 
cials at IRS, have been looking for candidates to go forward and to 
strengthen the organization. They have also been looking at alter- 
natives to add responsibilities to that organization, as appropriate, 
to improve financial management and that is an ongoing process 
as we speak. 

Mr. Horn. Now, Mr. App, you are the Deputy Financial Officer 
for the Department of the Treasury? 

Mr. App. That is correct. 

Mr. Horn. Who is the CFO for Treasury? 

Mr. App. The Assistant Secretary for Management and CFO is 
now Lisa Ross, who has been Acting since December 30th. We have 
enjoyed real strong leadership in that position compared to other 
agencies. The last two people in that position have averaged over 
2 V 2 to 3 years in that position, and we have a good division of 
labor. Right now, for instance, Ms. Ross is working with the Sec- 
retary to brief one of your colleagues this afternoon on Customs 
funding issues. 

Mr. Horn. One of the things that concerns me, and I said that 
to Mr. Munoz when he held that job, is that to me and to the Con- 
gress on a bipartisan basis, we all a^ee that the CFO position is 
a full-time job, and you can’t be Assistant Secretary for Manage- 
ment and also CFO. I don’t know if the new Secretary is taking 
that into mind, but it just seems to me that one of the problems 
in Treasury has been that the CFO was part of the Assistant Sec- 
retary for Management and not a full-time CFO, and that is what 
Congress wanted. 

If we had wanted to put it with the Assistant Secretary for Man- 
agement, we would have written it into the law. That has been 
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around since the Hoover Commission of the 1950’s — late 1940’s, 
early 1950’s. But we just are not getting, I feel, the leadership 
there when you don’t have somebody full-time that reports to the 
Secretary or the Deputy Secretary, as the case may be. 

Mr. App. I would say that the person that has held that job since 
I have been there, both Mr. Munoz and Ms. Killefer, and now Lisa 
Ross, do take their responsibilities very seriously. We have a strong 
deputy network as well, and I think the progress that we have 
made on financial management over the last 4 years that I have 
been in Treasury shows that commitment and it really does come 
from that leadership. The division of labor is such that we do cover 
all of the bases, I believe. 

Mr. Horn. Well, but a CFO in other agencies is full-time. I 
mean, let’s face it, the Assistant Secretary for Management has a 
lot to do without having the CFO burden put on top of that. 

As I recall in your resume, Mr. Rogers, it says you are Senior Ad- 
viser to the Assistant Secretary for Management and acting CFO. 
In the case of the Internal Revenue Service, won’t you agree that 
given the current financial management problems facing IRS, that 
the CFO position ought to be a full-time job? 

Mr. Rogers. Well, yes, sir, and I will assure you that in the time 
I have been here, it has been full-time. While I hold the other posi- 
tion, I am on loan full-time for IRS, and that is the only thing I 
am working on. 

Mr. Horn. Well, I just feel at the Treasury level, IRS level, we 
want persons absolutely totally focused. Those are 18-hour jobs a 
day, we know that, and it is 6 days a week. Anybody in that kind 
of level. It is just not doing the CFO job, no matter how they might 
seem to paint it, but the other agencies that have come from zero 
into fairly good shape nowadays, they are full-time CFO. 

And I would hope Secretary Summers understands that, but 
maybe he doesn’t. Maybe we need to write him a letter to remind 
him or something. 

Does GAO have any remarks on this? 

Mr. Kutz. I would say GAO has been very pleased with the work 
Mr. Rogers has done in the short period of time he has been there. 
He has demonstrated a tremendous amount of ability as a manager 
and someone who can get things done. So we are very encouraged 
by what he has done. 

I will say that right now the organization of the CFO within the 
IRS is a problem. The CFO is three levels below the Commissioner 
and is more of a controller position, if you think of the corporate 
model, than it is a CFO. So one of the issues on that we have 
had — and the Comptroller General spoke directly to the Commis- 
sioner of the IRS on this was that that position needs to be ele- 
vated and given more clout and more responsibility to try to make 
sure that some of these issues get resolved. 

Mr. Horn. Well, I noticed that when I looked at your organiza- 
tion chart here, the mess under previous years where everybody 
sort of was all over the place; but I didn’t see the CFO reporting 
to the Commissioner. 

Mr. Kutz. No. Way, way below that level. 

Mr. Horn. It should. Well, I couldn’t tell from the source where 
the level was. That was the problem. I have forgotten now the page 
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it is on, but here we are. It is the new organization structure — 
struggle is right. That is a Freudian slip. 

Page 41 — page 42 and page 41, presumably it says, exhibit 2, 
current organization structure, is Commissioner; Deputy Commis- 
sioner, Operations; Deputy Commissioner, Modernization; and so 
forth. Well, the Commissioner has turned that completely around, 
right, and this is the new organization structure on exhibit 3 where 
you have Deputy Commissioner — Commissioner, Deputy Commis- 
sioner, and then a national office staff, which has finance there 
somewhere, who — although we can’t quite tell where. And the 
Chief Counsel reports directly to the Commissioner and the Deputy 
Commissioner, but there is no word that the principal finance or 
management officer or, the CFO and the CIO — Congress, after lis- 
tening to your fine GAO reports for years said. Hey, we have to do 
something about this. So we have to get a line where the people 
can have access to the person the President is holding responsible 
for the agency, which is the Commissioner. 

Mr. Kutz. And a key to involving these problems is to have a 
strong manager like Mr. Rogers in the appropriate position within 
the organization, to have the clout to make the kind of changes 
that need to be made to get these problems resolved. 

Mr. Horn. Well, I agree with you. So have we written Mr. 
Rossotti that? 

Mr. Kutz. We have not written him. The Comptroller General 
told him face-to-face. 

Mr. Horn. OK. Well, that is good. I will do it either way. Great. 
Both. 

Anyhow, we thank you all for coming up here. It has been very 
helpful. We will send a few questions just for the record so it is 
rounded out, but I don’t want to take your time today. 

Good luck, Mr. Rogers and Mr. App, you are all doing a fine job; 
and the GAO always does a fine job. So thank you very much, gen- 
tlemen. 

To the clerk, we will note that I want to thank the following peo- 
ple Russell George, staff director and chief counsel; Louise 
DiBenedetto, the detailee counsel here for this hearing from GAO; 
Bonnie Heald, director of communications; Bryan Sisk, clerk for the 
subcommittee. Minority staff. Trey Henderson, counsel; Jean Gosa, 
minority staff assistant; and the court reporter is Julie Bryan. 

With that, we are closed. 

[Whereupon, at 1:55 p.m., the subcommittee was adjourned.] 
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